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HOUSING  AND  URBAN-RURAL  RECOVERY  ACT 

OF  1982 


THURSDAY,  MARCH  18,  1982 

House  of  Representatives, 

CoifMlTTEE  ON  BANKING,  FINANCE  AND  UrBAN  AfFAIBS, 

Subcommittee  on  Housing  and  Cobimunity  Development, 

Washington,  D.C 

The  subcommittee  met,  pursuant  to  notice,  at  10:20  a.m.,  in  room 
2128,  Raybum  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
(chauman  of  the  subcommittee)  presiding. 

Present:  Representatives  Gonzalez,  St  Germain,  LaFalce,  Oakar, 
Vento,  Schumer,  Frank,  William  J.  Coyne,  Hoyer,  Stanton,  Thomas 
B.  Evans,  Jr.,  Bethune,  Roukema,  Wortley,  and  Carman. 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order.  Let  me  explain  that  the  House  decided  without  prior  consul- 
tation with  the  subcommittee  to  open  the  House  session  at  10  a.m., 
and  we  are  going  to  have  a  series  of  votes  after  a  while.  But  we 
will  find  a  way  to  accommodate  the  witnesses  who,  in  advance  we 
want  to  thank  for  their  cooperation. 

NormaUy  hearings  on  housing  and  community  development  do 
not  require  us  to  bring  in  witnesses  from  the  mortgage  finance 
community.  But  we  are  not  operating  in  normal  conditions  or  in  a 
normal  economy. 

Where  in  the  past  could  we  look  beyond  a  tight-money  period  to 
a  healthy  resurgence  in  housing,  today  we  find  the  savings  and 
loan  industry  on  the  verge  of  collapse — or,  to  put  it  in  brighter 
terms,  on  the  edge  of  a  slide  into  oblivion.  The  consequence  of  the 
disastrous  shape  of  the  savings  and  loan  industry  is  that  no  one  is 
certain  just  where  the  mortgage  money  of  the  future  is  going  to 
come  from,  or  in  what  form,  or  at  what  cost. 

For  the  first  time  ever,  we  are  operating  in  a  situation  in  which 
the  long-term  outlook  for  housing  is  not  good.  We  are  not  in  a 
money  crunch;  we  are  in  a  situation  in  which  the  finandcd  under- 
pinnings of  the  housing  industry  are  close  to  shattering. 

What  we  do  in  this  bill,  as  far  as  housing  stimulus  programs  go, 
and  other  forms  of  housing  assistance  are  concerned,  will  help  pre- 
serve the  housing  industry,  and  will  help  us  keep  together  the 
skills  and  spirit  of  enterprise  that  are  essential  if  we  are  going  to 
build  the  housing  that  the  Nation  needs. 

But  these  wograms  are  by  their  nature  only  marginal  medicine 
for  housing.  The  kind  of  housing  industry  that  we  have  had,  and 
the  kind  that  we  must  have  in  the  future,  must  be  one  that  is  able 
to  draw  its  primary  energy  and  resources  from  private  sources  of 
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financing.  Housing  assistance  prc^ams  can  be  a  catalyst — and 
that  is  what  they  have  been.  Last  year  the  most  significant  fact  of 
this  economy  was  that  the  American  economy  is  inextricably 
linked  with  housing  construction  and  construction  in  general  in 
the  economy.  These  programs  have  not  been  and  are  not  intended 
to  be  a  substitute  for  the  great  engine  of  enterprise — an  engine 
fueled  by  the  savings  and  loan  industry. 

The  housing  business  is  starving  for  lack  of  credit — or  put  an- 
other way,  lack  of  fuel.  The  source  of  that  fuel,  the  thrift  industry, 
is  in  terribly  bad  health. 

If  we  want  to  preserve  the  housing  industry  in  the  successful 
form  that  it  has  operated  in,  we  have  to  preserve  its  financing 
source — the  thrift  industry. 

It  is  for  that  reason  that  we  are  including  in  these  hearings  a 
panel  of  witnesses  from  the  savings  and  loan  industry.  We  need  to 
discover  what  can  be  done  to  hold  together  not  just  the  builders, 
but  those  who  provide  the  credit  that  fuels  their  business. 

If  we  fail  in  this  effort,  this  parallel  effort  to  save  builders  and 
their  financiers,  alike,  we  will  have  only  two  choices  left  open. 
First,  we  can  suffer  housing  shortages  and  excessive  housing  costs, 
and  we  can  return  to  the  days  when  a  third  of  the  Nation  was  ill- 
housed — a  choice  that  I  do  not  think  is  acceptable  to  the  Nation. 
Second,  we  can  substitute  Government  financing  for  the  private  fi- 
nancing that  has  been  the  primary  source  of  housing  credit  for 
these  last  five  decades.  I  do  not  think  many  of  my  colleagues  would 
relish  that  prospect,  nor  that  many  would  recommend  it.  But  the 
truth  is  that  unless  we  have  a  recognition  of  the  impact  of  continu- 
ing along  present  lines,  that  is  what  will  be  left  to  us. 

This  is  a  crucial  year  for  housing — maybe  the  most  critical  year 
of  all  time,  and  that  is  why  we  have  to  consider  what  our  witnesses 
this  morning  have  to  say  about  the  health  of  housing  finance,  and 
what  they  recommend  as  a  way  to  keep  their  business  alive,  and 
housing  av£dlable  for  our  citizens. 

At  this  point,  I  would  recognize  the  distinguished  minority  leader 
of  the  subcommittee,  Mr.  Stanton. 

Mr.  Stanton.  Thank  you,  very  much,  Mr.  Chairman. 

Ladies  and  gentlemen,  today  the  Housing  Subcommittee  begins 
several  days  of  hearings  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stabilization  Act  as  introduced  by  our  chairman. 

Although  this  bill  normally  should  have  been  referred  to  the  Fi- 
nancial Institutions  Supervision,  Regulation,  and  Insurance  Sub- 
committee, I  can  appreciate  the  chairman's  desire  to  move  this  leg- 
islation quickly  by  considering  it  as  part  of  the  annual  housing  au- 
thorization. 

[The  text  of  H.R.  5568  follows:] 
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97th  congress 
2d  Session 


H.  R.  5568 


To  revitalize  the  housing  industry  by  strengthening  the  financial  stability  of  home 
mortgage  lending  institutions  and  ensuring  the  availability  of  home  mortgage 
loans  at  reasonable  rates. 


m  THE  HOUSE  OF  REPRESENTATIVES 

Febbuaby  23,  1982 

Mr.  St  Gebmain  introduced  the  following  bill;  which  was  referred  to  the 

Committee  on  Banking,  Finance  and  Urban  Affairs 


A  BILL 

To  revitalize  the  housing  industry  by  strengthening  the  financial 
stability  of  home  mortgage  lending  institutions  and  ensuring 
the  availabiUty  of  home  mortgage  loans  at  reasonable  rates. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled^ 

3  8HOBT  TITLE 

4  Section  1.  This  Act  may  be  cited  as  the  "Home  Mort- 

5  gage  Capital  Stability  Act". 
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1  CAPITAL  PARTICIPATION  NOTES  AND  EARNINGS 

2  STABILIZATION  PAYMENTS 

3  Sec.  2.  (a)  Section  13  of  the  Federal  Deposit  Insurance 

4  Act  (12  U.S.C.  1823)  is  amended  by  adding  at  the  end  there- 

5  of  the  following: 

6  "(h)(1)  The  Corporation  may  provide  assistance  under 

7  this  subsection  to  any  insured  bank  which  the  Corporation 

8  determines  under  paragraph  (2)  to  be  eligible  for  such  assist- 

9  ance. 

10  "(2)  No  assistance  may  be  provided  under  this  subsec- 

11  tion  unless  the  Corporation  determines  that — 

12  "(A)  the  net  worth  of  the  insured  bank  involved  is 

13  less  than  2  per  centum  of  such  insured  bank's  assets; 

14  "(B)  such  insured  bank  has  sustained  losses  for 

15  any  two  consecutive  quarters  which  occur  during  any 

16  period  beginning  with  the  two  quarters  which  are  the 

17  most  recently  completed  quarters  prior  to  the  effective 

18  date  of  the  Home  Mortgage  Capital  Stability  Act; 

19  "(C)  not  less  than  20  per  centum  of  such  insured 

20  bank's  loan  portfolio  consists  of  mortgages  which  are 

21  secured  by  property  on  which  there  is  located  a  one-  to 

22  four-family  residence  or  which  are  secured  by  individu- 

23  al  units  in  a  condominium  or  cooperative  project; 
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1  "(D)  such  insured  bank  demonstrates  a  need  for 

2  such  assistance  and  has  reasonable  prospects  for  long- 

3  term  viability;  and 

4  "(E)  such  insured  bank  has  agreed  to  comply  with 

5  all  requirements  established  by  the  Corporation,  includ- 

6  ing  requirements — 

7  "(i)  to  repay  such  assistance  in  accordance 

8  with  the  provisions  of  this  subsection; 

9  "(ii)  to  provide  quarterly  reports  to  the  Cor- 

10  poration  regarding  such  insured  bank's  fmancial 

1 1  condition  and  lending  practices; 

12  "(iii)  that,  during  the  period  in  which  such 

13  insured  bank  owes  any  amount  to  the  Corporation 

14  under  this  subsection,  not  less  than  50  per  centum 

15  of  its  annual  net  new  deposits  (as  determined  by 

16  subtracting  from  the  deposits  for  each  year  the 

17  total  amount  of  withdrawals  and  of  interest  and 

18  dividends  credited  during  each  year)  shall  be  used 

19  to  issue  mortgages  which — 

20  "(I)  are  secured  by  property  on  which 

21  there  is  located  a  one-  to  four-family  resi- 

22  dence  or  are  secured  by  individual  units  in  a 

23  condominium  or  cooperative  project; 

24  "(II)    are    made    to    first- time    home 

25  buyers; 
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1  "(in)  are  made  at  a  rate  of  interest 

2  which,  on  the  date  of  issuance  of  the  mort- 

3  gage,  is  not  more  than  1  per  centum  greater 

4  than  the  average  cost  of  funds  for  such  in- 

5  sured  bank;  and 

6  "(TV)  are  made  in  an  amount  which 

7  does  not  exceed  the  applicable  amount  speci- 

8  fied   in    section    203(b)(2)    of   the    National 

9  Housing  Act;  and 

10  ''(iv)  which  will  permit  an  insured  bank  to 

11  satisfy  up  to  50  per  centum  of  the  requirement 

12  specified  in  clause  (iii)  by  purchasing  securities 

13  which    are    backed   by    mortgages    described    in 

14  clause  (iii)  and  issued  after  the  date  on  which  such 

15  insured  bank  receives  assistance  under  this  sub- 

16  section  for  the  first  time. 

17  "(3)(A)  The  Corporation  may  purchase  capital  participa- 

18  tion  notes  which  are  issued  by  any  qualified  insured  bank. 

19  "(B)  The  amount  of  capital  participation  notes  pur- 

20  chased  by  the  Corporation  from  any  qualified  insured  bank 

21  shall  be  equal  to  the  difference  between  such  qualified  insured 

22  bank's  net  worth  and  an  amount  equal  to  2  per  centum  of 

23  such  qualified  insured  bank's  assets. 
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1  ''(C)  All  amounts  received  from  the  sale  of  capital  par- 

2  ticipation  notes  shall  be  used  solely  to  increase  the  net  worth 

3  of  such  qualified  insured  bank. 

4  "(4KA)  During  the  two-year  period  following  the  date 

5  on  which  the  Corporation  purchases  capital  participation 

6  notes  from  a  qualified  insured  bank,  the  Corporation,  on  a 

7  quarterly  basis,  may  make  earnings  stabilization  payments  to 

8  such  qualified  insured  bank  in  an  amount  equal  to  the  eam- 

9  ings  losses  incurred  by  such  qualified  insured  bank  during  the 

10  previous  quarter. 

11  "(B)  After  such  two-year  period,  earnings  stabilization 

12  payments  may  be  made  to  such  qualified  insured  bank  only  if 

13  the  Corporation  certifies  that  the  continued  earnings  losses 

14  involved  are  caused  by  general  market  conditions  and  not  by 

15  the  actions  of  such  qualified  insured  bank. 

16  "(5KA)  When  the  net  worth  of  a  qualified  insured  bank 

17  reaches  3  per  centum,  or  upon  the  expiration  of  five  years 

18  after  the  date  on  which  such  qualified  insured  bank  first  re- 

19  ceives  assistance  under  this  subsection,  whichever  occurs 

20  first,  such  qualified  insured  bank  shall  begin  to  repay  to  the 

21  Corporation  the  amounts  received  under  this  subsection  by 

22  such  qualified  insured  bank  plus  interest  on  such  amounts  at 

23  a  rate  determined  by  the  Secretary  of  the  Treasury  taking 

24  into  consideration  the  current  average  yield  on  outstanding 

25  marketable  obligations  of  the  United  States  of  comparable 
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1  maturities  during  the  month  preceding  the  receipt  of  the 

2  amount  involved. 

3  ''(B)  The  total  annual  repayment  to  the  Corporation 

4  shall  not  be  less  than  50  per  centum  of  the  net  income,  after 

5  taxes,  of  such  qualified  insured  bank  for  the  year  involved. 

6  "(6)  During  any  period  in  which  a  qualified  insured  bank 

7  which  has  a  stock  form  of  ownership  owes  any  amount  to  the 

8  Corporation  under  this  subsection,  such  qualified  insured 

9  bank  may  not  pay  dividends  to  its  shareholders. 

10  "(7)  For  purposes  of  this  subsection — 

11  "(A)  the  term  'net  worth'— 

12  "(i)  with  respect  to  an  insured  bank  which  is 

13  not  a  mutual  savings  bank,  shall  have  the  same 

14  meaning  given  the  term  'capital'  as  defined  by  the 

15  appropriate  supervisory  agency;  and 

16  "(ii)  with  respect  to  an  insured  bank  which  is 

17  a  mutual  savings  bank,  shall  have  the  same  mean- 

18  ing  given  the  term  'surplus'  as  defined  by  the 

19  Corporation;  and 

20  "(B)  the  term  'qualified  insured  bank'  means  an 

21  insured  bank  which  the  Corporation  detennines  under 

22  paragraph  (2)  to  be  eligible  for  assistance  under  this 

23  subsection.". 

24  (b)  Section  406  of  the  National  Housing  Act  (12  U.S.C. 

25  1729)  is  amended  by  adding  at  the  end  thereof  the  following: 
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1  "(gKl)  The  Corporation  may  provide  assistance  under 

2  this  subsection  to  any  insured  institution  which  the  Corpora- 

3  tion  determines  under  paragraph  (2)  to  be  eligible  for  such 

4  assistance. 

5  "(2)  No  assistance  may  be  provided  under  this  subsec- 

6  tion  unless  the  Corporation  determines  that — 

7  "(A)  the  net  worth  of  the  insured  institution  in- 

8  volved  is   less   than   2   per  centiun  of  such  insured 

9  institution's  assets; 

10  ''(B)  such  insured  institution  has  sustained  losses 

11  for  any  two  consecutive  quarters  which  occur  during 

12  any  period  beginning  with  the  two  quarters  which  are 

13  the  most  recently  completed  quarters  prior  to  the  effec- 

14  tive  date  of  the  Home  Mortgage  Capital  Stability  Act; 

15  "(C)  not  less  than  20  per  centiun  of  such  insured 

16  institution's  loan  portfolio  consists  of  mortgages  which 

17  are  secured  by  property  on  which  there  is  located  a 

18  one-  to  four-family  residence  or  which  are  secured  by 

19  individual    units    in    a    condominium    or    cooperative 

20  project; 

21  ''(D)  such  insured  institution  demonstrates  a  need 

22  for  such  assistance  and  has  reasonable  prospects  for 

23  long-term  viability;  and 
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1  "(E)  such  insured  institution  has  agreed  to  comply 

2  with  all  requirements  established  by  the  Corporation, 

3  including  requirements — 

4  "(i)  to  repay  such  assistance  in  accordance 

5  with  the  provisions  of  this  subsection; 

6  "(ii)  to  provide  quarterly  reports  to  the  Cor- 

7  poration  regarding  such  insured  institution's  finan- 

8  cial  condition  and  lending  practices; 

9  "(iii)  that,  during  the  period  in  which  such 

10  insured  institution  owes  any  amount  to  the  Corpo- 

11  ration  under  this  subsection,  not  less  than  50  per 

12  centum  of  its  annual  net  new  deposits  (as  deter- 

13  mined  by  subtracting  from  the  deposits  for  each 

14  year  the  total  amount  of  withdrawals  and  of  inter- 

15  est  and  dividends  credited  during  each  year)  shall 

16  be  used  to  issue  mortgages  which — 

17  "(I)  are  secured  by  property  on  which 

18  there  is  located  a  one-  to  four-family  resi- 

19  dence  or  are  secured  by  individual  units  in  a 

20  condominium  or  cooperative  project; 

21  "(II)    are    made    to    first-time    home 

22  buyers; 

23  "(HI)  are  made  at  a  rate  of  interest 

24  which,  on  the  date  of  issuance  of  the  mort- 

25  gage,  is  not  more  than  1  per  centum  greater 
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1  than  the  average  cost  of  funds  for  such  in- 

2  sured  institution;  and 

3  "(TV)  are  made  in  an  amount  which 

4  does  not  exceed  the  applicable  amount  speci- 

5  fied   in    section    203(bK2)   of   the    National 

6  Housing  Act;  and 

7  "(iv)  which  will  permit  an  insured  institution 

8  to  satisfy  up  to  50  per  centum  of  the  requirement 

9  specified  in  clause  (iii)  by  purchasing  securities 

10  which   are   backed   by   mortgages   described   in 

11  clause  (iii)  and  issued  after  the  date  on  which  such 

12  insured  institution  receives  assistance  under  this 

13  subsection  for  the  first  time. 

14  "(3KA)  The  Corporation  may  purchase  capital  participa^ 

15  tion  notes  which  are  issued  by  any  qualified  insured  institu- 

16  tion. 

17  "(B)  The  amount  of  capital  participation  notes  pur- 

18  chased  by  the  Corporation  from  any  qualified  insured  institu- 

19  tion  shall  be  equal  to  the  difference  between  such  qualified 

20  insured  institution's  net  worth  and  an  amount  equal  to  2  per 

21  centum  of  such  qualified  insured  institution's  assets. 

22  "(C)  All  amounts  received  from  the  sale  of  capital  par- 

23  ticipation  notes  shall  be  used  solely  to  increase  the  net  worth 

24  of  such  qualified  insured  institution. 

9«»-931  0-82-2 
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1  "(4)(A)  During  the  two-year  period  following  the  date 

2  on  which  the  Corporation  purchases  capital  participation 

3  notes  from  a  qualified  insured  institution,  the  Corporation,  on 

4  a  quarterly  basis,  may  make  earnings  stabilization  payments 

5  to  such  qualified  insured  institution  in  an  amount  equal  to  the 

6  earnings  losses  incurred  by  such  qualified  insured  institution 

7  during  the  previous  quarter. 

8  "(B)  After  such  two-year  period,  earnings  stabilization 

9  payments  may  be  made  to  such  qualified  insured  institution 

y 

10  only  if  the  Corporation  certifies  that  the  continued  earnings 

1 1  losses  involved  are  caused  by  general  market  conditions  and 

12  not  by  the  actions  of  such  qualified  insured  institution. 

13  "(5)(A)  When  the  net  worth  of  a  qualified  insured  insti- 

14  tution  reaches  3  per  centum,  or  upon  the  expiration  of  five 

15  years  after  the  date  on  which  such  qualified  insured  institu- 

16  tion  first  receives  assistance  under  this  subsection,  whichever 

17  occurs  first,  such  qualified  insured  institution  shall  begin  to 

18  repay  to  the  Corporation  the  amounts  received  under  this 

19  subsection  by  such  qualified  insured  institution  plus  interest 

20  on  such  amounts  at  a  rate  determined  by  the  Secretary  of  the 

21  Treasury  taking  into  consideration  the  current  average  jrield 

22  on  outstanding  marketable  obligations  of  the  United  States  of 

23  comparable  maturities  during  the  month  preceding  the  re- 

24  ceipt  of  the  amount  involved. 
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1  "(B)  The  total  annual  repayment  to  the  Corporation 

2  shall  not  be  less  than  50  per  centum  of  the  net  income,  after 

3  taxes,  of  such  qualified  insured  institution  for  the  year  in- 

4  volved. 

5  "(6)  During  any  period  in  which  a  qualified  insured  in- 

6  stitution  which  has  a  stock  form  of  ownership  owes  any 

7  amount  to  the  Corporation  under  this  subsection,  such  quali- 

8  fied  insured  institution  may  not  pay  dividends  to  its  share- 

9  holders. 

10  "(7)  For  purposes  of  this  subsection — 

11  "(A)  the  term  'net  worth'  shall  have  the  same 

12  meaning  given  the  term  'reserves'  as  defined  in  section 

13  403(b)  of  the  National  Housing  Act  and  in  the  regula- 

14  tions  issued  pursuant  to  such  section;  and 

15  "(B)  the  term  'qualified  insured  institution'  means 

16  an  insured  institution  which  the  Corporation  deter- 

17  mines  under  paragraph  (2)  to  be  eligible  for  assistance 

18  under  this  subsection.". 

19  "(c)  Section  208  of  the  Federal  Credit  Union  Act  (12 

20  U.S.C.  1788)  is  amended  by  adding  at  the  end  thereof  the 

21  following: 

22  "(eKl)  The  Board  may  provide  assistance  under  this 

23  subsection  to  any  insured  credit  union  which  the  Board  deter- 

24  mines  under  paragraph  (2)  to  be  eligible  for  such  assistance. 
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1  "(2)  No  assistance  may  be  provided  under  this  subsec- 

2  tion  unless  the  Board  determines  that — 

3  "(A)  the  net  worth  of  the  insured  credit  imion  in- 

4  volved  is  less  than  2  per  centum  of  such  insured  credit 

5  imion's  assets; 

6  ''(B)    such    insured   credit   union    has    sustained 

7  losses  for  any  two  consecutive  quarters  which  occur 

8  during  any  period  beginning  with  the  two  quarters 

9  which  are  the  most  recently  completed  quarters  prior 

10  to  the  effective  date  of  the  Home  Mortgage  Capital 

11  Stability  Act; 

12  "(C)  not  less  than  20  per  centimi  of  such  insured 

13  credit   imion's   loan   portfolio   consists   of  mortgages 

14  which  are  secured  by  property  on  which  there  is  locat- 

15  ed  a  one-  to  four-family  residence  or  which  are  secured 

16  by  individual  units  in  a  condominium  or  cooperative 

17  project; 

18  "(D)  such  insured  credit  union  demonstrates  a 

19  need  for  such  assistance  and  has  reasonable  prospects 

20  for  long-term  viability;  and 

21  "(E)   such   insured   credit  union   has   agreed   to 

22  comply  with  all  requirements  established  by  the  Board, 

23  including  requirements — 

24  "(i)  to  repay  such  assistance  in  accordance 

25  with  the  provisions  of  this  subsection; 
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1  "(ii)    to    provide    quarterly    reports    to    the 

2  Board  regarding  such  insured  credit  union's  finan- 

3  cial  condition  and  lending  practices; 

4  ''(iii)  that,  during  the  period  in  which  such 

5  insured  credit  union  owes   any   amount  to   the 

6  Board  under  this  subsection,  not  less  than  50  per 

7  centum  of  its  annual  net  new  deposits  (as  deter- 

8  mined  by  subtracting  from  the  deposits  for  each 

9  year  the  total  amount  of  withdrawals  and  of  inter- 

10  est  and  dividends  credited  during  each  year)  shall 

11  be  used  to  issue  mortgages  which — 

12  "(I)  are  secured  by  property  on  which 

13  there  is  located  a  one-  to  four-family  resi- 

14  dence  or  are  secured  by  individual  units  in  a 

15  condominium  or  cooperative  project; 

16  "(ID    are    made    to    first-time    home 

17  buyers; 

18  "(HD  are  made  at  a  rate  of  interest 

19  which,  on  the  date  of  issuance  of  the  mort- 
^  g^Cf  is  not  more  than  1  per  centum  greater 

21  than  the  average  cost  of  funds  for  such  in- 

22  sured  credit  union;  and 

23  "(TV)  are  made  in  an  amount  which 

24  does  not  exceed  the  applicable  amount  speci- 
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1  fied   in    section    203(b)(2)    of   the   National 

2  Housing  Act;  and 

3  "(iv)   which   will   permit   an   insured   credit 

4  union  to  satisfy  up  to  50  per  centum  of  the  re- 

5  quirement  specified  in  clause  (iii)  by  purchasing 

6  securities   which   are   backed   by  mortgages   de- 

7  scribed  in  clause  (iii)  and  issued  after  the  date  on 

8  which  such  insured  credit  union  receives  assist- 

9  ance  under  this  subsection  for  the  first  time. 

10  "(3)(A)  The  Board  may  purchase  capital  participation 

11  notes  which  are  issued  by  any  qualified  insured  credit  union. 

12  "(B)  The  amount  of  capital  participation  notes  pur- 

13  chased  by  the  Board  from  any  qualified  insured  credit  union 

14  shall  be  equal  to  the  difference  between  such  qualified  insured 

15  credit  union's  net  worth  and  an  amount  equal  to  2  per 

16  centum  of  such  qualified  insured  credit  union's  assets. 

17  "(C)  All  amounts  received  from  the  sale  of  capital  par- 

18  ticipation  notes  shall  be  used  solely  to  increase  the  net  worth 

19  of  such  qualified  insured  credit  union. 

20  "(4)(A)  During  the  two-year  period  following  the  date 

21  on  which  the  Board  purchases  capital  participation  notes 

22  from  a  qualified  insured  credit  union,  the  Board,  on  a  quarter- 

23  ly  basis,  may  make  earnings  stabilization  payments  to  such 

24  qualified  insured  credit  union  in  an  amount  equal  to  the  eam- 
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1  ings  losses  incurred  by  such  qualified  insured  credit  union 

2  during  the  previous  quarter. 

3  "(B)  After  such  two-year  period,  earnings  stabilization 

4  payments  may  be  made  to  such  qualified  insured  credit  union 

5  only  if  the  Board  certifies  that  the  continued  earnings  losses 

6  involved  are  caused  by  general  market  conditions  and  not  by 

7  the  actions  of  such  qualified  insured  credit  union. 

8  "(5KA)  When  the  net  worth  of  a  qualified  insured  credit 

9  union  reaches  3  per  centum,  or  upon  the  expiration  of  five 

10  years  after  the  date  on  which  such  qualified  insured  credit 

11  union  first  receives  assistance  under  this  subsection,  which- 

12  ever  occiu^  first,  such  qualified  insured  credit  union  shall 

13  begin  to  repay  to  the  Board  the  amounts  received  under  this 

14  subsection  by  such  qualified  insured  credit  union  plus  interest 

15  on  such  amounts  at  a  rate  determined  by  the  Secretary  of  the 

16  Treasury  taking  into  consideration  the  current  average  yield 

17  on  outstanding  marketable  obligations  of  the  United  States  of 

18  comparable  maturities  during  the  month  preceding  the  re- 

19  ceipt  of  the  amount  involved. 

20  "(B)  The  total  annual  repayment  to  the  Board  shall  not 

21  be  less  than  50  per  centum  of  the  net  income,  after  taxes,  of 

22  such  qualified  insured  credit  union  for  the  year  involved. 

23  "(6)  For  purposes  of  this  subsection — 

24  "(A)  the  term  'net  worth'  shall  have  the  same 

25  meaning  given  the  term  'reserves'  as  defined  in  section 
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1  116  of  this  Act  and  the  regulations  issued  pursuant  to 

2  such  section;  and 

3  "(B)   the   term    'qualified   insured   credit   union' 

4  means  an  insured  credit  union  which  the  Board  deter- 

5  mines  imder  paragraph  (2)  to  be  eligible  for  assistance 

6  under  this  subsection.". 

7  HOME  MOBTOAOE  CAPITAL  STABILITY  FUND 

8  Sec.  3.  (aXl)  There  is  hereby  established  in  the  Treas- 

9  ury  of  the  United  States  a  Home  Mortgage  Capital  Stability 

10  Fund  Oiereinafter  in  this  Act  referred  to  as  the  'Fund')  which 

1 1  shall  be  used  as  a  revolving  fund  by — 

12  (A)  the  Federal  Deposit  Insurance  Corporation  to 

13  carry  out  the  provisions  of  section  130i)  of  the  Federal 

14  Deposit  Insurance  Act; 

15  (B)  the  Federal  Home  Loan  Bank  Board  to  carry 

16  out  the  provisions  of  section  406(g)  of  the  National 

17  Housing  Act;  and 

18  (C)  the  National  Credit  Union  Administration  to 

19  carry  out  the  provisions  of  section  208(e)  of  the  Feder- 

20  al  Credit  Union  Act. 

21  (2)  AU  repayments  of  assistance  made  imder  such  sec- 

22  tions  shall  be  deposited  in  the  Fund. 

23  (b)  There  are  hereby  authorized  to  be  appropriated  with- 

24  out  fiscal  year  limitation  $7,500,000,000  to  carry  out  the 
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1  functions  of  the  Fund.  Such  funds  shall  remain  available  until 

2  expended. 

3  BEPOBT8  TO  CONGRESS 

4  Sec.  4.  The  Federal  Home  Loan  Bank  Board,  the 

5  Board  of  Directors  of  the  Federal  Deposit  Insurance  Corpo- 

6  ration,  and  the  National  Credit  Union  Administration  Board 

7  shall  each  transmit  a  quarterly  report  to  each  House  of  the 

8  Congress  specifying  the  types  and  amounts  of  assistance  pro- 

9  vided  to  each  depository  institution  under  the  amendments 

10  made  by  section  2  of  this  Act. 

11  EFFECTIVE  DATE 

12  Sec.  5.  This  Act  shall  take  effect  on  the  date  of  the 

13  enactment  of  this  Act. 
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Mr.  Stanton.  At  the  outset,  we  should  acknowledge  the  vital  and 
historic  role  that  financial  institutions  in  particular  have  played  in 
the  housing  industry  in  fostering  the  dream  of  American  homeown- 
ership.  The  witnesses  this  morning  personify  that  important  role. 
Tlieir  testimony  accurately  described  the  problems  that  are  real 
and  in  large  measure  are  the  results  of  double-digit  inflation:  high- 
interest  rates,  and  counterproductive,  though  well-intentioned,  reg- 
ulation. 

This  legislation  and  other  alternatives  that  will  arise  during 
these  hearings,  are  designed  to  assist  the  troubled  housing  and 
thrift  institutions  in  this  country.  I  congratulate  the  chairman  for 
presenting  us  with  an  imaginative  proposal.  I  congratulate  him  fur- 
ther for  meeting  and  facing  the  problem.  However,  we  must  recog- 
nize from  the  stcu-t  that  the  problems  of  the  thrift  institutions  wiu 
not  be  solved  by  bailing  out  failing  institutions  with  x  billions  of 
dollars.  And  in  the  chairman's  bill,  it  is  commendable  that  50  per- 
cent of  the  net  new  deposits  should  go  for  mortgages  for  first  time 
home  buyers,  but  how  can  thrifts  attract  new  deposits  if  they  lack 
the  competitive  services  demanded  by  their  customers? 

Likewise,  it  is  admirable  that  assisted  institutions  be  required  to 
lend  any  new  funds  at  only  1  percent  above  their  average  cost  of 
funds.  Yet,  if  these  funds  are  to  be  repaid,  based  upon  the  Trea- 
sury's borrowing  rate,  I  wonder  if  the  negative  earnings  spread 
which  many  of  these  institutions  face  would  only  be  perpetuated. 
This  approach  could  help  some  institutions  temporarily,  but  it  does 
nothing  to  correct  the  structural  and  more  fundamental  problems 
which  exist  today. 

A  more  proper  solution  necessarily  must  be  a  comprehensive 
one,  a  solution  that  offers  not  only  immediate  help  to  those  institu- 
tions that  want  to  compete  in  the  future,  but  also  the  powers  and 
the  foundation  to  do  so. 

We  must  begin  to  modernize  the  50-year  old  banking  statutes 
which  are  too  often  worshipped  as  sacrosanct  and  inviolate.  In  this 
context,  a  recent  New  York  Times  editorial  on  financial  reform  of- 
fered three  axioms  which  this  committee  should  keep  in  mind. 

They  are:  First,  when  in  doubt,  choose  competition;  second,  hold 
subsicUes  to  a  minimum;  and  third,  give  preference  to  Federal 
rules. 

Mr.  Chairman,  I  join  you  in  these  hearings,  and  I  welcome,  as  I 
stated  before,  your  intentions  in  meeting  this  problem.  I  also  ac- 
knowledge the  recent  ioint  letter  from  the  trade  groups,  two  of 
which  are  represented  here  today,  and  I  concur  in  their  sentiment 
that  we  should  work  out  a  solution  that  affirms  the  fact  that  Con- 
gress stands  behind  the  integrity  of  insured  institutions  in  federal- 
ly chartered  depository  institutions. 

In  the  next  few  minutes  we  are  about  to  vote  on  a  resolution,  a 
concurrent  resolution  with  the  other  body,  reassuring  that  federal- 
ly chartered  deposit  institutions  and  other  insitutions  that  are  in- 
sured to  the  amount  of  $100,000  for  individuals  are  indeed  backed 
by  the  full  faith  and  crediit  of  the  Federal  Government. 

In  the  same  spirit  of  cooperation  as  we  met  on  this  resolution, 
Mr.  Chairman,  I  look  forward  to  working  with  you  and  my  other 
colleagues  to  find  a  solution  to  the  problems  of  the  housing  and 
thrift  institutions,  and  I  thank  you  very  much,  Mr.  Chairman. 
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Chairman  Gonzalez.  Thcuik  you,  Mr.  Stanton.  We  would  again, 
recognize  the  chairman  of  the  full  committee,  who  is  also  the  rank- 
ing member  of  the  subcommittee,  and  it  is  a  pleasure  to  recognize 
him  at  this  point,  Mr.  St  Germ£dn. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman.  This  session  marks 
the  opening,  as  has  been  stated,  in  our  hearings  on  H.R.  5668,  the 
Home  Mortgage  Capital  Stability  Act. 

This  legislation  deals  with  the  critical  problems  facing  the  hous- 
ing and  mortgage  lending  industries.  It  is  designed  to  provide 
short-term  relief  for  mortage  lending  institutions  facing  tempo- 
rary earnings  losses  in  the  current  high-interest  market. 

To  qualify  for  assistance  lenders  must  show  specific  need  for 
help,  a  record  of  mortgage  lending,  and  a  willingness  to  remain  in 
the  home  mortgage  lending  field. 

The  supporters  of  H.R.  5568  believe  that  it  is  in  the  national  in- 
terest to  preserve  a  mortgage  lending  industry  and  that  is  essential 
to  the  economic  well-being  of  this  Nation  that  the  housing  industry 
be  revitalized  and  a  source  of  funds  m£dntained  for  home  buyers. 

I  am  aware  that  the  well  publicized  plight  of  the  thrift  industry 
has  brought  forth  a  multitude  of  suggested  solutions.  At  some 
point,  this  "Solution  of  the  Week"  game  show  must  end  and  we 
must  deal  forthrightly  with  the  problem. 

I  sincerely  hope  that  the  serious  problems  of  this  industry  do  not 
become  a  partisan  issue  in  this  election  year.  I  hope  that  the  reluc- 
tance of  some  to  help  push  this  legislation  is  not  because  they  are 
willing  to  let  these  critical  issues  slide  while  waiting  for  a  task 
force  or  some  miracle  cure  that  can  provide  their  administration 
with  the  credit  for  the  headlines. 

Let  us  fi^et  on  with  the  job  and  forget  the  politics.  Surely,  we  owe 
that  much  to  the  American  people  on  an  issue  that  so  vitally  af- 
fects the  entire  Nation. 

My  original  bill  provided  that  loans  for  capital  infusion  be  in  the 
form  of  cash  drawn  from  a  special  fund  with  the  Treasury  Depart- 
ment. I  have  been  looking  at  the  issue  closely,  trying  to  devise  a 
means  of  reducing  any  budget  impact.  I  now  plan  to  amend  the 
H.R.  5568  and  substitute  "net  worth  guarantees"  in  place  of  the 
outlay  of  Treasury  funds.  Under  this  plan,  guarantees  would  be 
issued  to  troubled  institutions  in  amounts  sufficient  to  return  their 
net  worth  to  at  least  2  percent.  The  ^arantees  would  count  as  part 
of  the  institution's  net  worth,  but  they  would  not  be  cashed — and 
the  money  drawn  from  Treasury— unless  the  institution  actually 
went  down. 

I  am  convinced  that  very  few  institutions  will  fail — if  this  guar- 
antee program  is  enacted  in  a  timely  fashion — and  as  a  result 
there  will  be  only  a  minimal  impact  on  the  budget.  In  fact,  if  the 
administration's  economic  experts  are  correct,  the  economy  will 
right  itself  soon,  interest  rates  will  be  coming  down,  and,  under 
tUs  scenario,  the  cost  of  the  program  will  be  zero. 

I  am  not  counting  on  the  administration's  experts  being  right  for 
the  first  time,  but  this  program  is  sufficient  to  tide  the  mortgage 
lending  industry  over  the  rocky  road  that  we  are  now  on. 

All  of  us,  I  am  sure,  wish  current  economic  conditions  did  not  re- 
quire assistance  legislation.  But,  it  would  be  irresponsible  for  the 
committee  to  dodge  the  issue,  to  ignore  the  problems  and  fail  to 
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take  action,  charges  about  ''bailouts''  notwithstanding.  We  must 
have  the  political  courage  to  do  the  right  thing. 

I  would  state  further,  that  there  is  no  doubt  that  this  is  not  the 
long-term  solution  to  the  problems  of  the  thrift  industry.  However, 
my  feeling  about  this  legislation  is  quite  similar  to  the  way  I  felt 
about  the  regulators  bill.  There  are  two  items  that  have  to  be  ad- 
dressed. This  bill  deals  with  a  situation  that  has  to  be  addressed 
immediately.  Added  powers  and  changes  in  structure  have  to  be 
addressed  as  well. 

The  latter  will  not  help  the  situation  that  prevails  in  the  market- 
place today;  and  certainly,  it  should  become  apparent  that  the 
adoption  and  the  enactment  of  a  restructuring  bill,  is  not  going  to 
be  as  easy  as  some  had  thought.  We  found  that  out  when  we  ad- 
dressed the  regulators  bill,  here  in  the  committee,  in  the  Rules 
Committee,  and  on  the  floor. 

On  the  Senate  side,  our  counterparts  have  found  as  well  that 
there  is  much  controversy  over  that  legislation.  It  is  not  going  to  be 
enacted  overnight.  It  will  be,  I  have  no  doubt  of  the  fact.  Working 
in  conjunction  with  our  esteemed  ranking  minority  member,  we 
are  going  to  get  something  done,  but  it  is  going  to  be  difficult. 

I,  too,  want  to  note  the  fact  that  in  this  spirit  of  bipartisan  coop- 
eration, we  have  a  resolution  on  the  floor  at  this  very  moment;  we 
will  be  voting  on  it  in  the  next  15  minutes.  It  will  reassure  the 
American  people,  as  Bill  Stanton  said,  that  the  full  faith  and  credit 
of  the  U.S.  Government  behind  insured  deposits  up  to  $100,000. 

This  is  another  step  that  is  vital  and  necessary  given  some  of  the 
irresponsible  statements  that  have  been  made  over  the  past  few 
months. 

I  thank  the  chairman  for  this  time.  I  assume  that  we  are  going 
over  to  vote,  and  that  now  that  you  have  heard  our  testimony,  we 
will  listen  to  your  testimony  when  we  return. 

Chairman  Gonzalez.  In  view  of  the  fact  that  we  do  have  an  aye- 
and-nay  vote  pending,  we  have  less  than  10  minutes.  In  order  to 
afford  every  member  a  chance  to  be  present  and  recording  his  vote, 
on  this  successive  series  of  six  votes,  we  will  have  5  minutes  apart. 
The  subcommittee  will  stand  recessed  until  about  11:00  a.m,  sharp. 

[Recess.] 

Chairman  Gonzalez.  The  subcommittee  will  proceed  with  the 
hearing.  And  we  apologize  for  the  delay  and  the  interruption. 

We  were  going  to  recognize  Mr.  Masterton  first.  But,  let  me  an- 
nounce for  the  sake  of  the  record  that  we  have  on  this  panel  this 
morning,  Mr.  Robert  Masterton,  chairman  of  the  National  Associ- 
ation of  Mutual  Savings  Banks;  Mr.  Roy  G.  Green,  president  of  the 
U.S.  League  of  Savings  Associations;  and  Mr.  James  Coles,  who  is 
the  president  of  the  United  Savings  Association  of  Texas,  repre- 
senting the  National  Savings  and  Loan  League. 

We  welcome  this  fellow  Texan,  and  Mr.  William  B.  Muse,  Jr., 
president  of  the  Imperial  Savings  and  Loan  Association,  Martins- 
ville, Va.,  representing  the  American  Savings  Loan  League. 

Mr.  Masterton? 
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STATEMENT  OF  ROBERT  R.  MASTERTON,  CHAIRMAN,  NATIONAL 
ASSOCIATION  OF  MUTUAL  SAVINGS  BANKS 

Mr.  Masterton.  Thcuik  you,  Mr.  Chairman.  My  name  is  Robert 
R.  Masterton  and  I  am  chairman  of  the  Nationial  Association  of 
Mutual  Savings  Banks,  and  president  of  the  M£dne  Savings  Bank 
in  Portland,  M£dne. 

I  will  be  delivering  an  abbreviated  version  of  our  testimony,  our 
full  testimony  is  on  Hie. 

Chairman  Gonzalez.  If  there  is  no  objection,  what  we  can  do  is 
offer  for  the  record  at  this  point  your  prep€u*ed  text,  which  you  sub- 
mitted. We  want  to  thank  you  for  having  submitted  it  in  advance, 
giving  us  a  chance  to  examine  it  and  then  you  may  proceed  as  you 
see  fit,  summarizing  or  otherwise. 

Mr.  Masterton.  Thank  you  Mr.  Chairman,  we  very  much  appre- 
ciate the  opportunity  to  present  the  views  of  the  savings  bank  in- 
dustry on  H.R.  5568. 

The  National  Association  of  Mutual  Savings  Banks  heartily  ap- 
plauds the  development  of  this  creative  proposal  for  dealing  with 
the  rapidly  deteriorating  condition  of  the  Nation's  thrift  and  hous- 
ing industries.  May  I  also  add,  that  we  strongly  support  the  thrust 
and  purpose  of  this  legislation,  and  we  commend  Chairman  St  Ger- 
main and  his  colleagues  for  taking  the  initiative  and  innovative 
steps  in  addressing  an  increasingly  critical  problem. 

It  is  hardly  a  secret  that  the  Nation's  thnft  industry  faces  an  im- 
minent crisis  in  the  current  high  interest  rate  environment.  Thrift 
institutions  are  in  trouble  because  they  did  what  Government  re- 
quired or  encouraged  them  to  do.  That  is  make  long-term  mortgage 
loans  at  affordable  interest  rates  to  home  buyers.  At  the  same 
time,  they  have  been  forced  to  compete  for  savings  at  sharply  in- 
creased deposit  interest  rates.  As  a  result,  thrift  institutions  are 
suffering  large  scale  deposit  outflows,  massive  operating  losses  and 
rapidly  shrii^dng  net  worth  positions. 

The  plight  of  the  housing  industry  is  equally  well  known.  Pro- 
longed high  interest  rates  and  the  inability  of  thrift  institutions  to 
generate  mortgage  credit  have  had  a  shattering  effect  on  the  hous- 
ing sector. 

In  our  judgment,  present  regulatory  policies  are  not  an  adequate 
response  to  the  thrift  problem.  As  a  result  of  present  policies,  tiiere 
will  be  a  continuous  waive  of  supervisory  mergers,  involving  liter- 
ally hundreds  of  thrift  institutions  in  the  months  ahead.  Accompa- 
nied by  uninterrupted  adverse  publicity,  this  process  threatens  to 
undermine  confidence  in  the  soundness  of  the  entire  financal 
system. 

Ultimately  the  present  regulatory  posture  points  to  the  subsi- 
dized consolidation  of  a  huge  number  of  independent  community 
oriented  thrift  institutions  into  a  relatively  small  number  of  na- 
tionwide depository  organizations.  Thus,  our  Nation  faces  a  radical 
revamping  of  the  financial  structure  by  regulatory  fiat,  without 
adequate  congressional  consideration  of  the  public's  interest  in  the 
outcome. 

Action  by  the  Congress  is  vitally  needed,  therefore,  to  m£dntain 
confidence  in  the  financial  system,  to  preserve  the  structure  of 
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community-oriented  thrift  institutions,  and  to  revive  the  belea- 
guered housing  industry. 

With  respect  to  the  cost  of  the  assistance  programs,  we  take  a 
back  seat  to  no  one  in  our  support  for  forceful  action  to  reduce 
massive  budgetary  deficits.  It  must  be  recognized,  however,  that 
the  Federal  Government's  commitment  to  protect  the  safety  of  de- 
positor's funds  was  established  many  years  ago,  by  the  adoption  of 
Federal  Deposit  Insurance.  As  a  result,  the  Federal  Government 
has  an  enormous  contingent  liability,  which  will  inevitably  be 
translated  into  increased  budgetary  expentidures  in  the  present 
difficult  environment. 

Failure  to  tsike  any  action  in  the  present  crisis  will  result  in  a 
drain  on  the  budget.  And  may  be  far  more  costly  in  the  long  run 
than  a  soundly  conceived  program  of  direct  assistance. 

H.R.  5568  recognizes  that  something  needs  to  be  done  quickly,  to 
assist  thrift  institutions  and  housing.  This  legislation  would  pro- 
vide for  cash  infusions  to  qualify  depository  institutions  to  restore 
and  maintain  their  net  worth  at  2  percent  of  assets.  More  recently, 
and  again,  today.  Chairman  St  Germain,  has  suggested  a  possible 
modification  under  which  institutions  would  be  provided  a  net 
worth  guarantee  rather  than  cash. 

One  of  our  main  concerns  relates  to  the  need  for  strengthening 
earnings  and  the  types  of  assistance  that  are  most  appropriate  in 
addressing  the  interrelated  problems  of  both  earnings  and  net 
worth.  While  bolstering  capital  is  the  most  immediate  priority, 
weak  earnings  are  the  root  cause  of  thrift  institutions'  problems. 
Unless  the  earnings  problem  is  addressed  soon,  increasing  numbers 
of  thrift  institutions  will  inevitably  deplete  net  worth  positions  and 
require  capital  assistance. 

Net  worth  could  be  restored  and  maintained  at  the  specified 
levels  through  the  use  of  Federal  Guarantees,  but  without  any  im- 
mediate Treasury  outla3rs. 

Paralleling  the  net  worth  guarantee  program,  which  the  Con- 
gressman and  Chairman  St  Germain  have  recently  outlined,  to 
strengthen  earnings,  however,  will  require  actucd  cash  outlays.  The 
mechanism  could  be  an  exchange  of  low-rate  mortgages  for  vari- 
able rate  Federal  Agency  obligations,  indexed  to  an  appropriate 
Treasury  rate.  The  institution  would  receive  a  temporary  supple- 
ment to  its  earnings,  based  on  the  interest  rate  spread,  between  the 
mortgages  and  Agency  obligations. 

The  points  that  we  wish  to  emphasize  are:  First,  that  an  im- 
provement in  earnings  is  essential  to  tJie  solution  of  the  thrift  insti- 
tution problem;  and  second,  that  cash  outlays  are  needed  to  im- 
prove earnings. 

Accordingly,  we  believe  that  an  effective  thrift  institution  aid 
package  should  address  both  the  earnings  and  the  capital  prob- 
lems, utilize  Federal  guarantees  to  strengthen  capital  and  reserve 
cash  outlays  for  improving  earnings. 

Another  megor  issue,  concerning  the  effectiveness  of  the  housing 
assistance  provision  of  H.R.  5568,  is  the  following:  We  fear  that 
these  provisions  may  not  provide  an  adequate  stimulus  to  housing, 
while  placing  undue  burdens  on  participating  lenders.  In  this  con- 
nection, H.R.  5568,  would  require  assisting  institutions  to  allocate 
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50  percent  of  net  new  deposits  for  home  mortgage  loans,  at  rates  1 
percentage  above  their  average  cost  of  funds. 

From  the  standpoint  of  thrift  institutions,  this  requirement  has 
the  potential  of  perpetuating  low-yield  mortgage  holdings,  that  are 
at  the  venr  heart  of  their  problems.  From  the  standpoint  of  assist- 
ing home  buyers,  who  happen  to  be  in  areas  with  few  assisted  insti- 
tutions, they  would  be  effectively  barred  from  taking  advantage  of 
such  loans.  At  the  same  time,  institutions  with  strong  net  worth 
positions  would  not  be  able  to  participate  in  a  below  market  rate 
program,  even  though  they  may  be  in  the  best  position  to  do  so. 

An  effective  housing  program  in  our  judgment,  requires  wide 
participation  by  all  types  of  lenders.  The  basic  objective  of  the  pro- 
gram should  be  to  reduce  interest  costs  to  the  home  buyers,  from 
the  present  prohibitive  levels.  The  mechanism  could  be  a  tempo- 
rary buy  down  from  current  rates  with  the  Federal  Government 
and  private  lenders  sharing  the  cost  of  the  buy  down. 

Other  aspects  of  H.R.  5568  also  merit  careful  review.  It  is  impor- 
tant that  savings  banks  and  savings  and  loans  associations  are 
treated  similarly  in  terms  of  being  able  to  utilize  capital  assistance. 
As  noted  in  our  full  statement,  this  can  be  accomplished  by  requir- 
ing FDIC  and  FSLIC  to  utilize  similar  standards  and  by  preempt- 
ing State  capital  requirements. 

As  I  draw  my  points  to  a  conclusion,  Mr.  Chairman,  let  me  tell 
you,  that  a  soon-to-be  released  study — to  be  released,  I  believe 
within  the  next  24  hours — a  study  conducted  by  the  Wharton  Econ- 
ometric Forecasting  Associates,  has  appraised  the  relative  costs  of 
present  regulatory  policies  as  compared  with  the  number  of  alter- 
native assistance  propos€ds.  A  major  conclusion  of  this  study  is  that 
under  various  scenarios  for  the  U.S.  economy,  forced  mergers  of 
troubled  thrift  institutions  will  be  far  and  away  more  expensive 
than  the  alternative  assistance  proposals  contain. 

The  question  then  is  not  whether  Federal  funds  will  be  spent  in 
addressing  the  thrift  industry  problem  Federal  funds  will  have  to 
be  spent  in  any  event.  The  real  issue  concerns  the  adequacy  of  the 
Federal  Government's  response  to  the  current  crisis,  as  weU  as  the 
future  structure  of  the  financial  system,  when  it  emerges  from  the 
current  crisis. 

A  soundly  constructed  assistance  package  will  enable  individual 
thrift  institutions  to  survive  until  their  earnings  are  strengthened 
through  the  rollover  of  their  low-yield  mortgages,  and  Federal  eco- 
nomic policy  succeeds  in  bringing  interest  rates  down. 

Such  an  assistance  package  will  stimulate  the  depressed  housing 
industry  and  thereby  hasten  recovery  of  the  overall  economy,  and 
strengthen  the  Federal  tax  revenues.  It  will  provide  an  opportunity 
for  thoughtful  consideration  of  the  future  financial  structure,  by 
the  C!ongress,  where  the  fundamental  responsibility  lies. 

Above  all,  the  adoption  of  an  assistance  package  will  help  pre- 
serve the  public's  confidence  in  the  financial  system. 

In  conclusion,  Mr.  Chairman,  H.R.  5568,  represents  a  crucially 
important  first  step  in  developing  a  program  to  provide  assistance 
to  thrift  institutions  and  to  the  housing  industry.  Our  comments 
are  offered  as  a  contribution  to  what  promises  to  be  a  constructive 
dialog.  We  welcome  the  opportunity  to  work  with  the  committee  in 
any  further  development  of  this  vitally  needed  program. 
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Thank  you. 

[Mr.  Masterton's  prepared  statement,  on  behalf  of  the  National 
Association  of  Mutual  Savings  Bcuiks,  follows:] 

Stateaent 

of  the 

National  Association  of  Mutual  Savings  Banks 

on 

H.R.  5568,  The  Hone  Mortgage  Cat>ital  Stability  Act 

Before  the 

Subcoaaittee  on  Housing  and  Coamunity  Developaent 

of  the 

Coaaittee  on  Banking,  Finance  and  Urban  Affairs 

U.  S.  House  of  Representatives 

March  18,  1982 


Mr.  Chairaan,  ay  naae  is  Robert  R.  Masterton.  I  aa  Chairaan  of  the 
National  Association  of  Mutual  Savings  Banks,  and  President  of  the  Maine 
Savings  Bank  in  Portland,  Maine.  The  National  Association  represents  the 
nation's  437  savings  banks.  Located  in  16  states,  savings  banks  are 
basically  coaaunity-oriented  financial  institutions.  In  the  areas  where 
they  are  aost  heavily  concentrated,  savings  banks  are  the  largest  holders  of 
consuaer  savings  as  veil  as  the  doainant  aortgage  lenders  aaong  the  various 
types  of  depository  institutions.  Our  industry's  assets  total  $176  billion. 

I  appreciate  the  opportunity  to  present  the  views  of  the  savings 
bank  Industry  on  H.R.  5568,  the  Hoae  Mortgage  Capital  Stability  Act,  and  on 
the  issues  raised  by  that  legislation. 
Soymry  of  Savlnga  Bank  tgdwfltry  PpsIUoq  op  ti.R,  556S 

Mr.  Chairaan,  the  National  Association  heartily  applauds  the  develop- 
aent of  this  creative  proposal  for  dealing  with  the  rapidly  deteriorating 
condition  of  the  nation's  thrift  and  housing  industries.  For  aany  aonths,  we 
have  urged  that  a  coaprehensive  federal  program  is  vitally  needed  to  address 
the  thrift  institution  problem.  Until  recently,  however,  we  have  been  frus- 
trated by  the  apparent  lack  of  concern  in  Washington  about  a  developing  finan- 
cial crisis.  We  have  been  equally  frustrated  by  the  Adainist rat ion's  apparent 
willingness  to  depend  on  present  regulatory  aechanisas  to  handle  the  Job. 
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In  our  JudgMnt,  present  regulatory  policies  ere  not  an  edequete 
response.  They  rely  alaost  solely  on  supervisory  mergers.  As  a  result, 
there  will  be  e  continuous  wave  of  such  aergers,  involving  literally 
hundreds  of  thrift  institutions  in  the  Months  ahead.  Accompanied  by 
uninterrupted  adverse  publicity,  this  process  threatens  to  undeniine  con- 
fidence in  the  soundness  of  the  entire  financial  system.  Present  policies, 
furthermore,  will  do  nothing  to  alleviate  depressed  conditions  in  the 
housing  and  related  industries. 

Ultimately,  the  present  regulatory  posture  points  to  the  subsidised 
consolidation  of  a  huge  number  of  independent,  community-oriented  thrift 
institutions  into  a  relatively  small  number  of  nationwide  depository 
organizations.  Thus,  our  nation  faces  a  radical  revamping  of  the  financial 
stru..ture  by  regulatory  fiat,  without  adequate  Congressional  consideration 
of  the  public's  interest  in  the  outcome. 

Action  by  the  Congress  is  needed,  therefore,  to  maintain  confidence 
in  the  financial  system,  to  preserve  the  structure  of  community-oriented 
thrift  institutions  and  to  revive  the  beleaguered  housing  industry.  H.R.  5568 
recognises  that  something  needs  to  be  done  quickly  to  assist  thrift  institu- 
tions and  housing  in  these  critical  times.  It  will  send  a  clear  signal  to  the 
public  that  the  government  will  stand  behind  the  nation's  thrift  system.  It 
will  provide  an  indispensable  first  step  toward  recovery. 

Our  statement  will  discuss  in  detail  some  of  the  major  issues  raised 
by  this  proposal.  At  this  point,  I  wish  to  reiterate  that  the  National 
Association  strongly  supports  the  thrust  and  purpose  of  H.R.  5568.  This 
legislation  has  initiated  what  we  all  hope  will  be  a  fruitful  dialogue  and 
prompt  action  on  solutions  to  the  critical  problems  confronting  the  thrift  and 
housing  industries. 
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Bttdgef  ry  lap^ct  of  Propo««d  Amulufnem  Progr— 

At  th€  outset.  It  Is  spproprlate  to  address  the  budgetary  lapaet  of 
any  propoaal  for  aiding  the  thrift  and  housing  Industries.  In  this  regard,  we 
take  a  back  seat  to  no  one  in  our  support  for  forceful  action  to  reduce 
massive  budgetary  deficits  and  thereby  relieve  inflationary  and  interest  rates 
pressures.  For  aany  years,  ve  have  been  strongly  urging  that  deficits  be 
reduced.  This  remains  an  urgent  national  priority. 

There  is  no  inconsistency  between  efforts  to  reduce  the  federal 
deficit  and  efforts  to  develop  a  well-structured  assistance  package  for  the 
thrift  industry.  The  federal  govenaent*s  coaud.taent  to  protect  the  safety  of 
depositors*  funds  was  established  SO  years  ago  by  the   adoption  of  federal 
deposit  insurance.  As  a  result,  the  federal  govenaent  has  an  enoraous 
contingent  liability,  which  will  inevitably  be  translated  into  increased 
budgetary  expenditures  in  the  present  difficult  environaent.  In  this  regard, 
the  seven  assisted  savings  bank  mergers  to  date  have  involved  assistance  of 
over  $1  billion,  and  this  is  only  the  tip  of  the  iceberg. 

Failure  to  take  any  action  in  the  present  crisis  will  itself  result 
in  a  drain  on  the  budget,  and  may  be  far  more  costly  in  the  long-run  than  a 
soundly  conceived  program  of  direct  assistance.  The  cost  of  pursuing  present 
policies  will  be  reflected  in  mounting  subsidies  for  mergers  of  troubled 
institutions,  particularly  as  merger  partners  become  more  difficult  to  find. 
It  will  be  reflected,  as  well,  in  the  lost  tax  revenue  resulting  from  the 
continued  devastation  of  the  housing  and  related  industries. 

The  situation  was  properly  described  in  an  editorial  in  the  February  26 
Washington  Post: 

"The  crucial  decision  to  provide  subsidies  was  taken  a  long 
time  ago... when  the  federal  government  began  providing  deposit 
insurance.  The  only  question  now  is  the  form  of  subsidy  —  and 
whether  it  will  be  the  large  amounts  that  immediate  aid  will 
require,  or  the  much  larger  ones  required  later  to  pay  off 
depositors  after  failure,  when  the  losses  will  have  continued 
longer." 
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Ib  this  regard,  «  aooik- to-be-released  study  coodncted  hf  Vhsrtoa 
Bcoeoaetrlc  Forecsstlng  Associstes  has  appraised  the  relative  coat  of 
presaat  regulatory  policiea  aa  coapared  with  a  nuaber  of  alternative 
aaaiatance  propoaals .  A  aa Jor  concluaion  of  this  study  is  that  under 
varioua  sceoarioa  for  the  U.  S.  econoay,  forced  aergers  of  trtwbled  thrift 
institutions  will  be,  far  and  away,  nore  expensive  than  the  alternative 
aasistance  proposals. 

Ihe  question,  then,  is  not  whether  federal  funds  will  be  spent  in 
addressing  the  thrift  industry  problea.  Federal  funds  will  have  to  be  apent 
in  any  event*  The  real  iasues  concern  the  adequacy  of  the  federal  govern- 
■ent's  response  to  the  current  crisis,  as  well  as  the  future  structure  of 
the  fioaocial  system  when  it  eaerges  from  the  current  crisis. 

A  soundly-constructed  aasistance  package  will  enable  individual 
thrift  institutions  to  survive  until  their  earnings  are  strenthened  through 
the  rollover  of  their  low-yield  nortgages,  and  federal  econoaic  policy 
succeeds  in  bringing  interest  rates  down.  Such  an  assistance  package  will 
stiaulate  the  depressed  housing  industry,  and  thereby  hasten  recovery  of  the 
overall  economy  and  strengthen  federal  tax  revenues.  It  will  provide  an 
opportunity  for  thoughtful  consideration  of  the  future  financial  structure 
by  the  Congress,  where  the  fundsaental  responsibility  lies.  Above  all, 
proapt  adoption  of  an  assistance  package  will  help  preserve  the  public's 
confidence  in  the  financial  systea. 
Condition  of  the  Thrift  and  Housing  Industries 

By  now,  it  is  hardly  a  secret  that  the  nation's  thrift  industry 
fsces  sn  iaainent  crisis  in  the  current  high  interest  rate  environaent. 
Savings  banks  and  savings  and  loan  associations  are  caught  in  a  squeece 
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betwMn  soaring  deposit  interest  costs  and  lagging  earnii^s  on  their  large 
holdings  of  lov-yield,  long-teni,  fixed-rate  aortgage  loans. 

Essentially,  thrift  institutions  sre  in  trouble  becsuse  they  did  what 
govemaent  required  or  encouraged  thea  to  do  —  aake  long-teni  aortgage  loans 
at  affordable  interest  rates  to  hoae  buyers.  At  the  saae  tiaa,  they  have  been 
forced  to  compete  for  savings  at  shsrply  increased  deposit  interest  rates, 
because  of  the  failure  of  federal  an ti~ inflationary  policy,  and  because  of 
preaature  deregulation  actions  by  the  Depository  Institutions  Deregulstion 
CoMittee.  As  a  result,  thrift  institutions  are  suffering  large-scsle  deposit 
outflows,  aassive  opersting  losses  and  rapidly  shrinking  net  irorth  positions. 

Last  year,  savings  banks  suffered  sn  all-tiae  record  deposit  loss  of 
$14  billion,  excluding  interest.  Reflecting  this  deposit  drain,  as  well  as 
the  inability  of  hoae  buyers  to  pay  strstospheric  aortgage  interest  rstes,  net 
growth  in  holdings  of  aortgage  loans  and  aortgage-backed  securities  wss 
essentially  sero  for  the  industry  as  a  whole. 

On  the  bottoa-line,  savings  banks  in  1981  sustained  a  loss  of  $1.5 
billion,  also  fsr  aore  than  in  any  previous  year.  As  a  result,  the  net  worth 
position  of  the  industry  declined  froa  6.6  per  cent  of  assets  at  the  end  of 
1980  to  5.7  per  cent  currently.  Net  worth  positions  are  still  aaple  on  an 
industrywide  basis,  but  have  becoae  extreaely  thin  at  a  rapidly  increasing 
nuaber  of  individual  institutions. 

The  plight  of  the  housing  industry  is  equally  well  known.  Prolonged 
high  interest  rates  and  the  inability  of  thrift  institutions  to  generate 
aortgage  credit  has  severely  depressed  the  housing  sector.  In  1981,  housing 
starts  were  only  slightly  above  one  aillion  units,  the  lowest  level  since 
1946.  Existing  hoae  sales  were  at  the  lowest  level  since  1971.  Uneaployaent 
in  the  construction  industry  has  approached  20  per  cent.  Noraally  the  sector 
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that  leads  the  econoay  out  of  recession,  housing  now  exerts  a  aajor  drag  on  a 
variety  of  other  industries  —  appliances,  furnishings,  luaber,  and  other 
building  products  —  and  on  the  econoay  as  a  whole. 

^   iaaediate  isproveaent  is  in  sight.  At  savings  banks,  deposit 
losses  will  continue  and  aay  worsen  as  a  result  of  the  publicity  arising  froa 
the  large  nuaber  of  iapending  supervisory  aergers  of  thrift  institutions. 
Further  bottoa-line  losses  and  net  worth  reductions  are  all  but  inevitable. 
The  only  question  is  how  large  these  losses  will  be  in  1982  and  beyond.  Under 
reasonable  interest  rate  assuaptions,  we  project  that  savings  banks  repre- 
sentlng  about  one-fourth  of  the  industry's  assets  will  run  out  of  net  worth  by 
the  end  of  1982  or  early  next  year. 

Given  FDIC  practices  and  legal  requirements  in  soae  savings  bank 
states,  supervisory  action  will  be  forthcoming  well  before  net  worth  is 
totally  depleted.  In  this  regard,  FDIC  typically  steps  in  when  net  worth 
positions  of  savings  banks  are  above  the  level  that  would  elicit  coaparable 
FSLIC  action  with  respect  to  savings  and  loan  associations.  Indeed, 
supervisory  action  aay  be  taken  in  the  case  of  some  savings  banks  even  if  the 
institution's  net  worth  is  above  the  level  of  2  per  cent  of  assets  specified 
in  H.R.  5568. 

A  decline  in  interest  rates  would  obviously  alleviate  the  probleas 
facing  the  thrift  and  housing  industries.  But  unless  interest  rates  fall 
deeper  and  stay  down  longer  than  anyone  can  reasonably  expect,  these  probleas 
will  not  be  ended.  Too  auch  daaage  has  already  been  done  to  the  thrift 
industry.  Even  in  an  optimistic  interest  rate  scenario,  bott.nn-llne  losses 
and  capital  erosion  will  continue,  although  at  a  slower  pace.   In  the  housing 
industry,  the  devastation  has  reached  such  proportions  that  there  are  serious 
doubts  that  it  can  respond  quickly  even  in  a  reduced  interest  rate  cliaate. 
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An  assistance  program  for  the  thrift  and  housing  Industries  Is  vitally  needed, 

and  needed  now. 

Issue*  Raised  by  H,R,  556S 

To  achieve  this  objective,  H.R.  5568  would.  In  general,  provide  for 
cash  Infusions  to  qualified  depository  Institutions  to  restore  and  maintain 
their  net  worth  at  2  per  cent  of  assets.  The  assisted  Institutions  would  be 
required  to  earmark  50  per  cent  of  their  net  new  deposits  for  hone  mortgage 
lending  to  first-time  hone  buyers  at  rates  one  percentage  point  above  their 
average  cost  of  funds.  These  Institutions  would  repay  the  assistance. 
Including  Interest,  to  the  extent  of  at  least  50  per  cent  of  net  Income,  when 
net  worth  reaches  3  per  cent  of  assets  or  In  5  years,  whichever  Is  sooner. 

More  recently.  Chairman  St  Germain  has  suggested  a  possible 
modification,  under  which  Institutions  would  be  provided  a  "Net  Worth 
Guarantee,"  rather  than  cash,  when  net  worth  Is  below  2  per  cent  of  assets. 
The  "Net  Worth  Guarantee"  would  have  the  full  backing  of  the  Federal 
government. 

By  focusing  on  net  worth  positions  of  thrift  Institutions,  H.R.  5568 
unquestionably  addresses  the  most  pressing  priority.  We  have  a  number  of 
questions,  however,  related  mainly  to  whether  the  proposal  would  achieve  Its 
full  objectives,  and  with  the  most  efficient  and  equitable  use  of  federal 
resources.  We  realize  that  this  Is  a  concern  shared  by  all  Committee  members 
and  we  offer  our  comments  with  a  view  toward  helping  to  perfect  this 
legislation. 

One  Issue  has  already  been  mentioned  —  the  fact  that  savings  banks 
are  subject  to  supervisory  action  at  higher  net  worth  levels  than  savings  and 
loan  associations,  even  higher  than  2  per  cent  of  assets  In  some  cases. 
Partly  because  of  this,  only  a  handful  of  savings  banks  currently  have  net 
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liorth  positions  bolov  2  per  cent,  although  the  ntiaber  vill  increase  rapidly  in 
the  Bonths  ahead.  There  is  the  prospect  that  savings  banks  vill  be  aerged  by 
supervisory  action  before  their  net  liorth  reaches  the  2  per  cent  level. 
Depending  on  interest  rate  trends,  it  is  also  possible  that  by  the  tiae  many 
savings  banks  qualify,  a  large  part  of  the  assistance  available  under 
H.R.  5568  vill  have  been  expended. 

This  situation  can  be  reaedied  vithin  the  spirit  of  H.R.  5568  by  a 
nuaber  of  aodifications.  Federal  preeaption  of  state  net  vorth  requireaents 
vould  eliainate  the  problea  of  excessively  high  requireaents  that  vould 
effectively  bar  soae  state-chartered  institutions  froa  receiving  assistance. 
In  AdniDlateriag  the  prograa,  aoreover,  FDIC  and  FSLIC  should  be  required  to 
utilise  parallel  standards  so  that  savings  banks  and  savings  and  loan 
associations  in  siailar  circuastances  vill  be  treated  siailarly.  This  vould 
be  broadly  analogous  to  the  establisfapaent  of  parity  betveen  FDIC  and  FSLIC  in 
providing  assistance  under  the  House-passed  Regulators  Bill  (H.R.  4603). 
Language  should  also  be  added  to  sake  unaistakably  clear  that  capital 
certificates  issued  by  assisted  institutions  vill  be  treated  as  net  vorth  for 
accounting  purposes.  These  aodifications  vould  be  entirely  consistent  vith 
the  basic  thrust  of  H.R.  5568  —  to  establish  a  nationvide  ainiaua  net  vorth 
position  for  all  qualified  depository  institutions  through  federal  governaent 
assistance. 

Beyond  these  aodifications,  one  of  our  aain  concerns  relates  to  the 
need  for  strengthening  earnings,  and  to  the  types  of  assistance  that  are  nost 
appropriate  in  addressing  the  inter-related  probleas  of  earnings  and  net 
vorth. 

While  bolstering  capital  is  the  aost  laaediate  priority,  veak 
earnings  are  the  root  cause  of  the  thrift  institution  problea.  It  bears 
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repeating  chat  aajor  earnings  loaaes  vill  continue  at  thrift  institutions  in 
the  foreseeable  future,  because  they  have  large  holdings  of  low-yield 
■ortgages  and  aust  compete  for  savings  in  a  cliaMte  of  sharply  increaaed 
deposit  interest  rates.  And  unless  the  earnings  problem  is  addressed  soon, 
increaaing  numbers  of  thrift  institutions  vill  inevitably  deplete  net  worth 
positions  and  require  capital  assistance. 

The  interrelated  capital  and  earnings  problems  can  be  addressed  la 
two  steps,  utilising  federal  guarantees  for  capital  assistance  and  cash 
outlays  for  strengthening  earnings.  Thus,  net  worth  could  be  restored  and 
maintained  at  the  specified  level  through  the  use  of  federal  guarantees,  but 
without  any  immediate  Treasury  outlays.  This  would  parallel  the  "Net  Wbrth 
Guarantee"  program  which  Chairman  St  Germain  recently  outlined. 

Using  the  precedent  provided  by  the  Federal  Home  Loan  Bank  Board  in 
recent  mergers,  qualified  institutions  would  be  able  to  issue  income  capital 
certificates,  which  count  as  net  worth,  and  receive  in  return  a  promiasory 
note  guaranteed  by  the  federal  government.  Only  in  the  unlikely  event  that 
the  institution  i«  liquidated  would  the  federal  guarantee  be  triggered  or  any 
outlay  by  the  Treasury  be  required.  The  income  capital  certificates  and 
federally-guaranteed  notes  would  be  retired  as  the  institution  is  restored  to 
profitability. 

To  ensure  thet  profitability  is  restored,  however,  means  that  the 
earnings  problem  must  be  addressed  directly.  Unless  interest  rates  fall  and 
remain  at  reduced  levels  for  a  protracted  period,  this  can  only  be 
accompliahed  by  actual  cash  outlays.  The  mechanism  could  be  an  exchange  of 
low-rate  mortgages  for  variable-rate  federal  agency  obligations  indexed  to  an 
appropriate  Treasury  rate.  The  institution  would  receive  a  supplement  to  its 
earnings  based  on  the  interest  rate  spread  between  the  mortgages  and  agency 
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obligations.  This  earnlqgs  supplessnt  would  be  reduced,  and  would  be 
teniinated  entirely,  as  aortgage  repayments  are  used  to  retire  the  agency 
obligations  and  interest  rates  decline. 

The  point  we  wish  to  eaphasise  is  that  an  iaprovesent  in  earnings  is 
essential  to  the  solution  of  the  thrift  institution  problem,  and  that  cash 
outlays  are  needed  to  improve  earnings.  By  itself,  a  capital  assistance 
program  merely  borrows  time,  particularly  if  guarantees  are  utilised. 
Earnings  assistance,  on  the  other  hand,  helps  return  the  institution  to 
profitability,  ensures  that  capital  infusions  are  repaid  and  that  "Het  Worth 
Guarantees"  are  retired  without  Treasury  outlays.  Accordingly,  we  believe 
that  an  effective  thrift  Institution  aid  package  should  address  both  the 
earnings  and  capital  problems,  utilise  federal  guarantees  to  strengthen 
capital  and  reserve  cash  outlays  for  improving  earnings. 
Housing  Assistance 

Another  major  issue  concerns  the  effectiveness  of  the  housing 
assistance  provisions  of  H.R.  5568.  We  fully  agree  that  new  initiatives  are 
needed  to  make  more  affordable  mortgage  credit  available  to  home  buyers  and 
thereby  assist  the  shattered  housing  industry.  We  strongly  urge  adoption  of 
an  effective  program  for  assisting  housing,  to  accompany  a  thrift  Institution 
aid  package  structured  along  the  lines  discussed  earlier  In  this  statement. 

We  fear,  however,  that  the  housing  assistance  provisions  of  H.R.  5568 
may  not  provide  adequate  stimulus  to  housing,  while  placing  undue  burdens  on 
participating  lenders.  In  this  connection,  H.R.  5568  would  require  assisted 
institutions  to  allocate  50  per  cent  of  net  new  deposits  for  home  mortgage 
loans  at  rates  one  percentage  point  above  their  average  cost  of  funds.  Prom 
the  standpoint  of  thrift  institutions,  this  requirement  has  the  potential  of 
perpetuating  low-yield  mortgage  holdings  that  are  at  the  heart  of  their 
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earnlqgs  and  net  liorth  probleaa.  Loans  «ade  imdar  this  raqulreaent  would 
carry  rates  of  return  belov  the  cost  of  new  funds  attracted  by  the  Institution 
as  veil  as  below  the  rates  available  on  other  investaents.  The  chief  hope  for 
thrift  institutions  is  that,  in  tiM,  they  will  be  able  to  roll  over  their 
Mortgage  portfolios  at  aarket  rates.  Anything  that  delays  this  process  should 
be  avoided  if  possible. 

Fron  the  standpoint  of  assisting  hone  buyers,  furthemore,  the 
housing  Investaent  requirement  would  have  certain  unfortunate  effects.  Low- 
rate  loans  would  be  -ivaflable  only  froa  institutions  receiving  assistance.  As 
a  result,  hoae  buyers  who  happen  to  be  in  areas  with  few  assisted  institutions 
would  be  effectively  barred  from  taking  advantage  of  such  loans.  At  the  same 
time,  institutions  with  strong  net  worth  positions  would  not  be  able  to 
participate  la  thU  below-market  rate  program,  even  though  they  may  be  in  the 
best  position  to  do  so. 

An  effective  housing  program,  in  our  Judgment,  requires  wide 
participation  by  all  types  of  lenders.  Such  widespread  participation  is 
essential  in  view  of  the  enormity  of  current  housing  and  mortgage  market 
problems.  The  basic  objective  of  the  program  should  be  to  reduce  interest 
costs  to  home  buyers  from  present  prohibitive  levels.  The  m^r.hiinlsm  could  be 
a  temporary  "buy  down"  from  current  market  rates,  with  the  federal  government 
and  private  lenders  sharing  the  cost  of  the  buy-down. 

Other  provisions  of  H.R.  5568  also  merit  careful  review.  For 
example,  in  order  to  qualify  for  assistance,  an  institution  is  required  to 
have  at  least  20  per  cent  of  its  assets  in  one-  to  four-family  mortgages, 
condominiums  and  cooperative  units.  We  believe  that  mortgage-backed 
securities  and  multi-family  mortgages  should  also  be  Included  in  determining 
an  Institution's  eligibility  for  assistance.  This  would  recognise  the 
importance  of  these  Instruments  In  many  areas  of  the  country,  as  well  as  the 
Institution's  record  In  financing  housing  needs. 
Conclusion 

Mr.  Chairman,  H.R.  5568  represents  a  crucially  important  first  step 
in  developing  a  program  to  provide  assistance  to  thrift  Institutions  and  the 
housing  Industry.  Our  comments  are  offered  as  a  contribution  to  what  promises 
to  be  a  constructive  dialogue.  We  welcome  the  opportunity  to  work  with  the 
Committee  in  the  further  development  of  this  vitally  needed  program. 
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Chairman  Gonzalez.  Thank  you»  Mr.  Masterton,  for  a  very  good 
report.  We  next  recognize  Mr.  Roy  Green,  president  of  the  U.S. 
LcMague  of  Savings  Associations. 

STATEMENT  OF  ROY  G.  GREEN,  PRESIDENT,  U.S.  LEAGUE  OF 
SAVINGS  ASSOCIATIONS,  ACCOMPANIED  BY  GEORGE  BRIODY, 
PRESIDENT  OF  FAIRFIELD  SAVINGS  OF  CHICAGO,  ILL.,  AND 
HAL  WOLFE,  PRESIDENT  OF  CAPITAL  SAVINGS  OF  OLYMPIA, 
WASH. 

Mr.  Grsen.  Thank  you,  Mr.  Chairman.  As  Mr.  Masterton  said,  I 
also  have  a  complete  statement  that  I  have  submitted  for  the 
record,  sir,  and  if  It  meets  with  your  pleasure,  I  would  like  to  make 
a  few  preliminary  remarks  in  r^ard  to  an  overview  of  that. 

Chairman  Gonzalez.  Well,  without  objections,  I  will  order  that. 

Mr.  Green.  Thank  you,  sir.  M^  name  is  Rov  Green,  and  I  am 
president  of  Fidelity  Federal  Savmgs  &  Loan  Association  of  Jack- 
sonville, Fla.,  and  appear  here  today  as  chfidrman  of  the  U.S. 
League  of  Savings  Associations.  Joining  me,  for  your  questions,  are 
George  Briody,  president  of  Fairfield  Savings  &  Loan  Association  of 
Nomdge,  111.,  and  Hal  Wolfe,  president  of  Capital  Savings  &  Loan 
Association  of  Olympia,  Wash. 

The  U.S.  League  of  Savings  Associations  welcomes  this  opportu- 
nity to  testify  before  you  on  the  issues  raised  by  H.R.  5568,  the 
Home  Mortgage  Capital  Stability  Act. 

We  very  much  appreciate  the  comments  of  the  leadership,  when 
the  hearings  were  opened  this  morning,  about  the  importance  of 
the  preservation  of  the  thrift  industry,  because  of  the  important 
role  that  we  think  that  we  have  played  in  providing  housing  for 
many  Americans  in  the  past. 

A  financial  crisis  unquestionably  grips  the  thrift  institutions  of 
America.  The  combination  of  portfolios  filled  with  low-yielding 
mortgages  and  more  than  2  years  of  pumshingly  high  open  market 
rates  which  increasingly  determine  what  we  must  offer  the  public 
to  hold  and  attract  its  savings,  has  resulted  in  negative  earnings 
and  seriously  depleted  capital  positions. 

Articles  and  broadcasts  are  focusing  on  thrift  institution  difficul- 
ties, thereby  threatening  liquidity  problems,  as  well. 

If  I  may,  Mr.  Chairman,  1  would  like  to  interrupt  my  statement 
here  to  express  my  gratitude  to  the  leadership  and  members  of  the 
Banking  Committee  whose  actions  have  led  the  way  to  the  tremen- 
dous concurrent  resolution  vote  this  morning. 

This  made  it,  of  course,  very  clear  to  the  American  people  that 
the  full  faith  and  credit  of  the  United  States  stands  behind  deposits 
of  federally  insured  depository  institutions.  And  I  say  to  you,  that 
this  is  very,  very  much  appreciated  on  our  part. 

Last  year,  the  savings  and  loan  business  suffered  operating  losses 
of  more  than  $5  billion;  in  January  we  lost  another  $900  million. 
These  losses  resulted  from  a  mismatch  of  some  1V&  percent  be- 
tween the  3rield  on  our  mortage  holdings  and  our  cost  of  funds. 
Improvement  on  our  portfolio  return  proceeds  at  a  snail's  pace, 
while  savings  costs  not  only  climb,  but  become  locked  in.  Thus, 
negative  earnings  are  assured  for  sometime  to  come — even  if 
market  rates  should  drop  significantly,  as  we  all  so  fervently  hope. 
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The  dollar  figures  only  tell  part  of  the  story.  The  number  of 
thrift  institutions  is  shrinking  dramaticcdly.  In  1981,  320  were 
merged.  At  the  interest  rates  prevailing  in  February,  we  project 
tiiat  1,100  institutions  will  fall  below  that  criticcd  2-percent  net 
worth  level  by  the  end  of  the  year,  and  if  no  Government  assist- 
ance is  forthcoming,  another  700  will  reach  that  level  by  the  end  of 
the  year  in  1983. 

To  liquidate  so  many  institutions  is  absolutely  not  the  answer. 
The  cost  to  the  Federal  Government  would  be  staggering.  Instead, 
to  date,  the  FSLIC  has  pursued  a  policy  of  ad  hoc  restructuring 
through  arranged  mergers.  Merging  this  many  institutions  might 
cut  costs  to  $45  billion  and  if,  and  this  is  a  very  big  if,  partners  can 
be  found  to  absorb  about  half  of  our  industry. 

Thus,  forced  mergers  are  not  the  answer  either.  The  Washington 
Post  recently  summarized  well,  the  policy  dilemma  in  a  recent  edi- 
torial. 

And  I  quote: 

The  crucicd  decision  to  provide  subsidies  was  taken  a  long  time  ago.  When  the 
Government  bc^^an  providing  deposit  insurance.  The  only  qu^ion  now  is  the  form, 
and  whether  it  will  be  the  large  amounts  that  immediate  aid  will  require,  or  the 
much  larger  ones  required  later  *  *  * 

As  exhibit  4  of  my  prepared  statement  shows,  the  magnitude  of 

our  low-yielding  mortgage  burden  is  immense:  one-third  of  our 

assets  return  less  than  9  percent;  roughly  two-thirds  are  below  10  V4 

percent;  and  only  one-sixth  are  more  than  12  percent.  The  portfolio 

drag"  is  particularly  severe  in  the  Northeast  and  Midwest. 

The  problems  of  our  institutions  are  inmiediate  and  serious. 
Equally  important  is  the  loss  to  the  Nation  of  the  product  we  deliv- 
er, home  mortgage  loans. 

While  we  read  of  other  intermediaries  coming  to  the  rescue,  com- 
mercial banks,  pension  funds — it  is  abundantly  clear  that  they  are 
either  unwilling  or  unable  to  do  so  in  anything  like  the  volume  of 
loans  we  provide  in  a  terrible  year  like  1981. 

Savings  and  loan  managers  remain  committed  to  doing  what 
they  do  best,  serving  the  residential  mortgage  credit  needs  of  their 
local  communities. 

Unless  the  Congress  acts  soon,  many  thrift  institutions  will  not 
survive  long  enough  to  continue  this  mission. 

The  real  issue  is  whether  the  Congress,  or  the  regulators  acting 
under  duress,  will  determine  the  future  structure  of  the  Nation's 
financial  system. 

Yes,  high  interest  rates  are  at  the  heart  of  our  problem,  and 
those  of  the  housing  industry,  and  the  general  economy,  for  that 
matter.  But  we  cannot  wait  for  Wall  Street  to  be  convinced  of 
emerging  fiscal  policy.  We  need  a  program  immediately.  It  will  be 
much,  much  cheaper  if  rates  fall.  But  the  accumulated  damage 
thus  far  demands  assistance  mechanisms  right  now. 

Chairman  St  Germain  has  taken  the  lead  with  H.R.  5568.  Our 
organization,  in  coi^junction  with  the  Savings  Banks,  has  also  been 
working  on  a  program. 

Briefly  described,  our  plan  has  three  parts:  Portfolio  assistance, 
camtal  maintenance,  and  homebuyer  assistance — ^all  temporary. 

The  portfolio  assistance  plan  would  permit  us  to  ''warehouse" 
loans  yielding  less  than  9  percent  for  up  to  3  years  by  exchanging 
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those  mortgagee  for  variable-rate  notes.  The  notes  would  carry  an 
interest  supplement  equal  to  half  the  difference  between  the  face 
rate  on  the  loan  which  is  warehoused  and  the  30-month  Treasury 
rate.  For  example,  if  an  8-percent  mortgage  is  exchanged  and  the 
30-month  rate  is  14  percent,  the  institution  would  receive  11  per- 
cent— ^the  8  percent  plus  the  supplement  of  half  the  difference,  or  3 
percent  This  swap  would  be  reversed  at  the  end  of  3  years. 

If  Treasury  rates  remain  at  mid-February  levels,  we  are  talking 
about  a  cost  of  $7.5  billion  to  the  Treasurv  to  turn  $250  billion  in 
mortgages  at  eligible  institutions  into  productive  assets.  This  state- 
ment, of  course,  assumes  that  further  acceleration  in  the  cost  of 
funds  does  not  occur  through  some  haphazard  decisions  over  at  the 
depository  institutions  der^ulation  committee. 

The  second  portion  of  our  plan  is  similar  to  the  ''net  worth  guar- 
antee" discussed  recently  by  Chairman  St  Germain. 

If  adopted,  it  would  sustain  institutions  at  a  positive  1.5  percent 
net  worth  level  through  the  issuance  of  income  capital  certificates. 
These  ICC's  would  be  exchanged  for  the  promissory  notes  of  an 
autonomous  agency;  the  notes  would  ccury  a  guarantee  of  principal 
and  interest  by  the  U.S.  Treasury.  On  return  to  a  net  worth  level 
above  1.5  percent,  income  brought  into  net  worth  would  enable  an 
institution  to  surrender  the  notes  and  redeem  its  ICC's.  Note  that 
there  is  no  Federal  outlay  here.  The  cost  to  the  Government,  if 
any,  would  arise  only  if  the  assisted  institution  was  liquidated. 

We  propose  a  skeleton  agency  to  handle  these  two  plans,  the 
portfolio  assistance  and  the  capital  maintenance.  The  pnmar]^  ori- 
entation of  existing  supervisory  agencies  is  to  protect  depositors, 
not  sustain  institutions.  If  necessary,  existing  agency  officicds  could 
be  installed  as  the  board  members  of  the  skeleton  agency  to  main- 
tain continuity  with  current  supervisory  activities. 

Our  final  recommendation  is  for  short-term  assistance  to  home 
buyers.  This  program  would  provide  an  immediate  stimulus  to  the 
housing  market  through  an  interest-rate  buydown.  We  propose 
that  the  Treasury  and  home  lending  institutions  contribute  to  the 
buydown.  Using  our  suggested  standards,  the  program  could  stimu- 
late up  to  $83.5  billion  in  mortgage  lending  in  the  coming  year, 
which  would  finance  about  1.6  million  home  sales. 

We  will  also  be  commenting  by  separate  stetement  on  such  excel- 
lent initiatives  as  the  multifamUy  proposal  developed  by  Chairman 
Gonzalez  and  Congressman  Schumer  and  the  emergency  aid  pro- 
posal for  homeowners  facing  foreclosure. 

We  also  have  several  observations  about  Chairman  St  Germain's 
excellent  initiative,  the  Home  Mortgage  Capital  Stebility  Act. 

We  would  prefer  to  see  the  dollar  assistance  available  to  all  de- 
positories which  share  the  same  low-yielding  mortgage  portfolio 
Durden. 

Maintaining  capital  adequacy  is  vital,  too.  Whatever  the  agency 
or  agencies  chosen  to  administer  a  "net  worth  guarantee"  program, 
we  would  recommend  that  thejr  be  relieved  of  such  subjective  judg- 
ments as  the  determination  of  ''reasonable  prospects  for  long-term 
viability." 

We  also  Question  the  housing  reinvestment  formula  set  forth  in 
H.R.  5568.  We  do  not  object  to  a  home  lending  obligation  per  se, 
but  the  formula  linking  the  availability  of  below-market  mortgages 
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to  recipients  of  earnings  and  capital  assistance  seems  unduly  re- 
strictive. 

In  addition,  the  obligation  to  issue  loans  at  1  percent  above  the 
average  cost  of  funds  would  hinder  the  ability  of  assisted  institu- 
tions  to  rebuild  their  earnings  and  capital  positions. 

Overall,  we  cannot  compliment  too  much  Qiairman  St  Germain's 
initiative  with  his  legislation  to  halt  the  shrinkage  of  our  thrift  in- 
dustry and  to  provide  the  support  needed  to  begin  a  housing  recov- 
ery. 

We  just  would  like,  finally,  to  make  the  point,  that  we  urgently 
and  desperately  need  your  help,  and  need  it  now. 

I  have  appreciated  this  opportunity  to  present  the  view  of  the 
U.S.  League  of  Savings  Associations  and,  with  my  colleagues,  look 
forward  to  your  questions. 

Thank  you,  sir. 

[The  prepared  statement  of  Mr.  Green,  on  behalf  of  the  U.S. 
League  of  Savings  Associations,  follows:] 
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Statement  o£  Roy  G.  Green 

Chairman,  U.S.  League  of  Savings  Associations 

To  the  Subcommittee  on  Housing  and  Community  Development 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

March  18,  1982 

MR.  CHAIRMAN: 

My  name  is  Roy  Green.   I  am  President  of  Fidelity  Federal 
Savings  and  Loan  Association  of  Jacksonville,  Florida  and  appear 
today  in  my  capacity  as  Chairman  of  the  U.S.  League  of  Savings 
Associations*.   Accompanying  me  are  George  Briody,  President  of 
Fairfield  Savings  and  Loan  Association  of  Chicago,  Illinois,  and 
H.  T.  Wolfe,  President  of  Capital  Savings  and  Loan  Association  of 
Olympia,  Washington. 

The  U.S.  League  welcomes  this  opportunity  to  testify  on  H.R. 
5568,  "The  Home  Mortgage  Capital  Stability  Act."  We  applaud 
Chairman  St  Germain  and  the  many  Members  of  the  Banking  Committee 
who  have  introduced  this  important  bill.   Their  recognition  of  the 
need  for  prompt  Congressional  action  to  preserve  the  housing 
delivery  system  of  our  country  is  deeply  appreciated. 


*The  U.S.  League  of  Savings  Associations  has  a  membership  of  4,100 
savings  and  loan  associations  representing  over  99%  of  the  assets 
of  the  $650  billion  savings  and  loan  business.   League  membership 
includes  all  types  of  associations  —  Federal  and  state-chartered, 
stock  and  mutual.   The  principal  officers  are:   Roy  Green, 
Chairman,  Jacksonville,  FL;  Leonard  Shane,  Vice  Chairman, 
Huntington  Beach,  CA;  Stuart  Davis,  Legislative  Chairman,  Beverly 
Hills,  CA;  William  B.  O'Connell,  President,  Chicago,  IL;  Arthur 
Edgeworth,  Director,  Washington  Operations;  Glen  Troop, 
Legi'Slative  Director;  and  Phil  Gasteyer,  Associate  Director, 
Washington  Operations.   League  headquarters  are  at  111  East  Wacker 
Drive,  Chicago,  IL  60601.   The  Washington  Office  is  located  at 
1709  New  York  Avenue,  N.W. ,  Wash.,  D.C.   20006. 
Telephone: (202)637-8900. 
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A  financial  crisis  grips  the  thrift  institutions  of  America. 
The  combination  of  asset  portfolios  filled  with  low-yielding 
long-term  mortgage  loans,  rapid  deregulation  of  savings  to  market 
rate  and  beyond,  and  more  than  two  years  of  punishing  open  market 
rate  levels  has  resulted  in  negative  earnings  and  seriously 
depleted  capital  positions.   Public  anxiety  precipitated  by 
articles  and  broadcasts  focusing  on  thrift  difficulties  threatens 
liquidity  problems  as  well. 

Last  year  a  net  $25  billion  (withdrawals  less  new  deposits) 
flowed  out  of  savings  and  loan  associations.   The  deposits  outflow 
continued  in  January,  traditionally  the  strongest  month  for  new 
deposits.   (By  contrast,  our  commercial  bank  competitors  have  been 
enjoying  record  retail  savings  activity,  see  Exhibit  1.) 

Last  year,  the  savings  and  loan  business  suffered  operating 
losses  of  more  than  $5  billion;  in  January  1982,  another  $900 
million.   (As  a  result,  net  worth  of  the  industry  nationwide  has 
shrunk  from  $33  billion  at  the  end  of  1980  to  roughly  $27 
billion.)   These  losses  are  the  consequence  of  the  mismatch 
between  the  yield  on  mortgage  holdings  (9.88%  in  the  second  half, 
1981)  and  the  cost  of  funds  (11.32%).   (Again,  for  comparison,  see 
the  strong  positive  commercial  bank  earnings  performance,  in 
Exhibit  2,  which  illustrates  the  responsiveness  of  short-term  bank 
assets  in  this  high-rate  economic  environment.) 

With  lending  activity  at  a  virtual  standstill,  improvement  in 
the  return  on  our  mortgage  portfolio  proceeds  at  a  snail's  pace. 
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while  costs  continue  to  climb  and  become  "locked  in,"  particularly 
with  our  market-rate,  30-month  Small  Savers  Certificate  (which  now 
comprises  more  than  20%  of  our  savings  base).   Thus,  negative 
earnings  are  assured  for  some  period  to  come  —  even  if  market 
rates  should  decline  significantly  in  the  near  future,  as  we  all 
so  fervently  hope. 

The  dollar  figures  —  representing,  as  '-they  do,  national 
averages  —  tell  only  part  of  the  story.   The  number  of  thrift 
institutions  is  shrinking  dramatically.   In  1981,  320  savings  and 
loan  associations  merged;  30%  of  these  mergers  were  "supervisory" 
in  nature,  with  10%  requiring  assistance  from  the  Federal  Savings 
and  Loan  Insurance  Corporation.   Last  year's  merger  activity  was 
more  than  2-1/2  times  the  previous  record  annual  rate  and  it 
severely  taxed  the  ingenuity  of  the  PSLIC. 

Our  projections,  as  shown  in  Exhibit  3,  indicate  that  at  the 
interest  rate  levels  prevailing  in  February,  roughly  one-third  of 
the  nation's  savings  and  loan  business  (1,100  institutions  with 
$220  billion  in  assets)  will  fall  below  the  critical  2%  net 
worth-to-assets  level  before  the  end  of  this  year.   (The  statutory 
insurance  reserve  is  3%;  intense  supervisory  concern  is  expected 
at  2%  net  worth  ratios.)   Without  Government  assistance,  another 
700  institutions  with  $140  billion  in  assets  —  will  reach  this 
point  in  1983  if  such  rate  levels  persist. 

To  liquidate  so  many  institutions,  with  assets  of  that 
magnitude  ($360  billion) ,  would  cost  the  Federal  Government 
roughly  $90  billion  (since  the  low-yielding  loan  portfolios  return 
only  a  portion  of  book  value  when  sold  in  today's  interest  rate 
environment) .   It  must  also  be  appreciated  that  the  economic 
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loss  is  not  cured  by  liquidating  the  institutions;  it  is  far  less 
expensive  to  keep  thrift  institutions  operating  than  to  trigger 
that  loss  through  liquidations. 

To  date,  the  FSLIC  has  sought  valiantly  to  avoid  liquidations 
to  minimize  their  expenses  while  making  good  on  their  promise  to 
Federally-insured  depositors.   Instead,  they  have  pursued  a  policy 
of  ad  hoc  restructuring  through  arranged  mergers  --  providing 
guarantees  and  assistance  to  the  rescuers  in  amounts  less  than 
liquidation  costs.   Thus,  merging  these  institutions  might  cut 
costs  to  a  range  of  $20  billion  to  $45  billion.   But  that  assumes 
that  enough  merger  partners  can  be  found  to  absorb  almost  2,000 
institutions.   If  problems  multiply  as  projected,  mergers  might 
soon  become  no  cheaper  than  actual  liquidations.   (The  FSLIC *s 
sister  fund,  the  FDIC,  spent  an  estimated  $1  billion  on  just  five 
assisted  savings  bank  mergers  late  last  year.)   Needless  to  say, 
retrenchment  of  this  magnitude  implies  a  very  substantial  drain  on 
the  resources  of  the  FSLIC,  which  currently  maintains  reserves  of 
roughly  $6  billion. 

A  recent  Washington  Post  editorial  entitled  "The  Rescue  of  the 

S&Ls"  summarized  well  the  public  policy  dilemma: 

"The  crucial  decision  to  provide  subsidies  was  taken  a  long 
time  ago  ...  when  the  government  began  providing  deposit 
insurance.   The  only  question  now  is  the  form  of  the  subsidy 
--  and  whether  it  will  be  the  large  amounts  that  immediate  aid 
will  require,  or  the  much  larger  ones  required  later  to  pay 
off  depositors  after  failure,  when  the  losses  will  have 
continued  longer." 
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Ihat  the  aBOunts  are  be  large  is  ondispated.  The  Magnitude  of 
our  long-tera,  fixed-rate  aortgage  portfolio  returning  inadequate 
yields  is  ianense.   These  are  assets  of  the  highest  quality  — 
since  faailies  aeet  their  mortgage  payments  religiously  —  but 
they  return  too  little  to  coapete  for  savings  deposits  in  today's 
short-term,  hi^-rate  envirofwent.   As  Exhibit  4  deaonstrates, 
one-third  of  our  assets  return  less  than  9%;  approximately 
two-thirds,  less  than  10-1/2%;  and  only  one-sixth  aore  than  12%, 
the  approximate  level  today  of  91-day  Treasuries.   The  portfolio 
"drag"  is  particularly  severe  in  the  Northeast  and  Midwest,  where 
a  legacy  of  below-aarket  aortgage  usury  laws  is  aost  apparent. 

The  problems  of  our  institutions  and  the  agencies  responsible 
for  the  protection  of  depositors  are  iaaediate  and  serious; 
equally  iaportant  is  the  loss  of  the  product  we  deliver  to  the 
American  public,  hoae  aortgage  loans.   The  correlation  between 
savings  and  loan  deposit  flows  and  housing  activity  is  direct. 

We  do  not  need  to  catalogue  the  current  state  of  the  housing 
industry;  it  is  well  known  to  your  Subcommittee  and  the  Congress. 
With  aortgage  credit  too  expensive  or  unavailable,  the  home 
construction,  realty,  lumber  and  timber,  and  supplier  industries 
are  mired  in  a  deep  depression.   Unemployment  in  the  construction 
trades  approaches  20%.  The  ability  of  the  housing  sector  to  lead 
the  country  out  of  recession,  as  it  has  done  several  times  since 
World  War  II,  seems  remote  —  if  unattainable  --  as  long  as 
savings  associations  are  unable  to  perform  their  mortgage  finance 
function. 
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Families  already  owning  hones  are  suffering  implicit  losses # 
too,  thanks  to  high  interest  rates.   The  destruction  of  the 
market,  as  buyers  find  credit  beyond  their  reach* diminishes  the 
saleability  of  homes  and  erodes  homeowners'  equity. 

While  we  read  of  other  intermediaries  coming  to  the  rescue  of 
mortgage  finance  ...  commercial  banks,  pension  funds  ...  it  is 
abundantly  clear  that  they  are  either  unwilling  or  unable  to  do  so 
despite  record  earnings  and  effective  tax  burdens  far  less  than 
those  which  apply  to  thrift  institutions.  Even  with  last  year's 
deposit  outflows  and  earnings  losses,  S&Ls  generated  $45  billion 
in  mortgage  lending  —  still  considerably  more  than  commercial 
banks  despite  their  better  liquidity  and  earnings. 

The  nation  needs  to  preserve  the  savings  and  loan  business  — 
the  dependable  supplier  of  mortgage  credit.   This  is  not  to  say 
that  the  laws  and  regulations  governing  our  investments  today  are 
adequate;  they  are  not.   We  testified  before  the  Financial 
Institutions  Subcommittee  last  October   that  broader  asset  and 
liability  powers  are  essential  to  our  future,  so  that  we  may 
achieve  the  flexibility  to  sustain  us  in  unstable  and  hostile 
economic  climates. 

Fundamentally,  however,  savings  and  loan  managers  remain 
committed  to  doing  what  they  know  best  --  serving  the  residential 
mortgage  credit  needs  of  their  local  communities.   They  want  to 
stay  in  that  business  and  perform  that  service  for  the  American 
people.   They  are  a  vital  cog  in  the  housing  delivery  system. 

Unless  the  Congress  acts  soon,  many  thrift  institutions  will 
not  survive  long  enough  to  continue  their  mission.   The  real  issue 
is  whether  the  Congress  itself,  or  the  regulators  acting  under 
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duress,  will  determine  the  future  structure  of  the  nation's 
financial  system.   Will  a  relatively  few  nationwide  depository 
institutions  dominate  as  survivors,  or  will  the  system  still 
include  the  competition  and  hometown  service  of  strong, 
community-oriented  thrift  institutions? 

High  interest  rates  are  at  the  heart  of  our  problem  and  those 
of  the  entire  housing  industry.   We  appreciate  that  the  Congress 
through  its  Budget  process  is  working  diligently  to  convince  the 
marketplace  that  your  fiscal  course  is  a  responsible  one  and  will 
bring  rates  down.   If  interest  rates  don't  come  down  and  stay 
down,  then  the  savings  and  loan  business  will  inevitably  require 
substantial  financial  assistance.   We  cannot  wait  for  Wall  Street 
to  be  convinced  of  the  merit  of  emerging  fiscal  policy.   We  need  a 
program  put  in  place  immediately.   It  will  be  much,  much  cheaper 
if  rates  fall  over  the  next  several  months  and  remain  down.   But, 
the  accumulated  damage  to  date  demands  some  assistance  mechanisms 
right  now.   If  they  are  not  forthcoming,  housing  and  the  nation 
will  risk  the  disappearance  of  a  great  and  dependable  mortgage 
credit  resource. 

Chairman  St  Germain  has  taken  the  lead  with  legislation  to 
preserve  the  diversity  of  financial  services  through  his 
introduction  of  H.R.  5568,  "The  Home  Mortgage  Capital  Stability 
Act".   Our  organization,  in  conjunction  with  the  National 
Association  of  Mutual  Savings  Banks,  has  also  been  working  for 
several  months  on  a  program  to  sustain  our  thrift  institutions  and 
stimulate  home  purchase  activity  at  affordable  rates. 
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We  hope  that  H.R.  5568  will  provide  the  framework  for  Subcommittee 
and  Congressional  approval  of  a  temporary  and  immediate  Federal 
assistance  package. 

Our  joint  task  force  with  the  savings  banks  developed  a 
three-part  plan:   short-term  portfolio  assistance,  short-term 
capital  maintenance r  and  short-term  homebuyer  assistance. 

The  portfolio  assistance  is  aimed  at  the  source  of  our 
inability  to  earn  the  funds  needed  to  make  mortgage  loans  and  pay 
depositors  the  rates  commanded  in  today's  marketplace  for 
savings.   It  would  permit  us  to  "warehouse"  loans  in  portfolio 
yielding  less  than  9%  for  up  to  three  years  through  the  exchange 
of  those  fixed-rate  mortgages  for  the  variable-rate  notes  of  an 
autonomous  Government  agency.   (If  these  loans  were  sold  outright, 
institutions  would  incur  an  unmanageable  loss  since  current  market 
value  is  far  less  than  book  value.)   The  notes  would  carry  an 
interest  supplement  equal  to  half  the  difference  between  the  face 
rate  on  the  loan  "warehoused"  and  the  30-roonth  constant  maturity 
yield  on  U.S.  Treasury  issues  (chosen  since  it  relates  to  today's 
most  popular  savings  product,  the  Small  Savers  Certificate).   For 
example,  if  an  8%  mortgage  is  exchanged  and  the  30-month  rate  was 
14%  in  the  preceding  calendar  quarter,  the  institution  would 
receive  half  the  difference,  3%,  for  an   11%  return. 
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Ondcr  our  plan,  the  supplement  would  be  suspended  whenever  the 
30-nionth  rate  fell  below  10%.   Homeowner  repayments  o£  principal 
and  interest  would  reduce  dollar  £or  dollar  the  value  of  loans 
being  warehoused.  The  "swap"  would  be  reversed  at  the  end  of 
three  years.   Funding  for  the  temporary  supplement  would  come  from 
Congressionally-authorized  appropriations. 

To  target  the  assistance  where  it  is  needed  --  those 
institutions  burdened  by  the  portfolio  problem  —  eligibility 
would  extend  to  depositories  with  20%  or  more  in  assets  consisting 
of  residential  mortgages  (or  mortgage-backed  securities).   This 
would  include  some  rural  and  neighborhood  commercial  banks,  as 
well  as  savings  and  loans  and  mutual  savings  banks,  and  perhaps 
some  credit  unions.   The  cost  to  the  Gove  tinmen  t  under  this 
approach  depends,  of  course,  on  interest  rate  developments.   If 
Treasury  rates  remain  at  mid-February  levels  (14%),  $7.5  billion 
would  be  required  to  "warehouse"  the  $250  billion  in  mortgages  of 
less  than  9%  now  held  by  eligible  thrifts  and  commercial  banks. 
If  rates  decline,  much  less  would  be  required.   In  the  case  of 
thrift  institutions,  the  earnings  supplement  would  bring  us  closer 
to  break-even  operations  —  and  enable  us,  with  the  repayment  flow 
on  other  mortgages  and  investments,  to  resume  more  normal  home 
lending  activity.   (This  statement,  however,  assumes  that  further 
acceleration  in  the  cost  of  funds  does  not  occur  through  haphazard 
actions  by  the  Depository  Institutions  Deregulation  Committee.) 
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The  second  portion  of  our  recoroinended  package  addresses  the 
deterioration  in  capital  positions  (net  worth)  at  depositories. 
(It  is  similar  to  the  "net  worth  guarantee"  Chairman  St  Germain 
has  discussed  in  public  appearances.)   Of  central  importance,  this 
plan  would  suspend  the  ad  hoc  recombination  of  financial 
institutions  by  the  regulators  --  thus  giving  the  Congress  a 
chance  to  put  the  country's  fiscal  house  in  order,  and  Committees 
such  as  yours  an  opportunity  to  assess  the  future  of  depositories 
in  an  orderly  way  (as  in  your  Financial  Institutions  in  a 
Revolutionary  Era  project.) 

If  adopted,  it  would  sustain  institutions  at  a  positive  1.5% 
net  worth  level  through  the  issuance  of  Income  Capital 
Certificates.   These  ICCs  are  considered  net  worth  by  the  Federal 
Home  Loan  Bank  Board,  applying  Generally-Accepted  Accounting 
Principles.   Participation  would  be  open  to  S&Ls,  savings  banks, 
and  commercial  banks  willing  to  subscribe  voluntarily  to  the 
program  with  a  nominal  stock  purchase  and  annual  "user"  fees. 

The  ICCs  issued  by  a  participating  institution  would  be 
exchanged  for  the  promissory  notes  of  an  autonomous  agency;  the 
notes  would  carry  a  guarantee  of  principal  and  interest  by  the 
U.S.  Treasury.   On  return  to  profitability  (above  1.5%  net  worth), 
income  brought  into  net  worth  would  enable  the  depository  to 
surrender  the  notes  and  redeem  its  ICCs,  erasing  the  Federal 
assistance. 
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Dividends  accumulated  on  the  ICCs  and  interest  on  the  promissory 
notes  would  accrue  at  equivalent  rates  and  similarly  cancel-out. 
A  cost  to  the  Government,  if  any,  would  arise  only  in  the  event  of 
liquidation  of  the  institution  (in  which  case  the  beneficiary  of 
the  guarantee  would  be  the  FSLIC,  FDIC  or  State  liquidating 
agency) .  Though  a  contingent  liability  is  present,  there  is  no 
immediate  Federal  outlay.   (As  mentioned,  the  skeleton  agency 
involved  is  capitalized  by  participating  institutions  and  operated 
through  user  fees.) 

The  first  two  elements  of  the  assistance  package  we  propose 
utilize  an  autonomous  government  agency,  rather  than  existing 
supervisory  agencies.  We  make  this  suggestion  for  two  reasons. 
First,  the  plan  extends  to  depositories  falling  under  a  number  of 
existing  supervisory  agencies  —  the  FDIC,  the  FSLIC,  and,  in  the 
else  of  institutions  such  as  the  cooperative  banks  in  New  England, 
State  authorities.   All  share  the  portfolio  and  deteriorating 
capital  problems  and  should  be  entitled  to  use  the  temporary 
Federal  assistance.   Secondly,  the  FSLIC  and  FDIC*s  primary 
orientation  is  protection  of  depositors,  not  preservation  of 
institutions.   We  would  envision  that  a  skeleton  agency,  similar 
to  the  Government  National  Mortgage  Association,  could  be 
authorized  for  these  limited  portfolio  assistance  and  capital 
maintenance  purposes.   It  would  be  self -funding.   If  necessary, 
existing  agency  officials  could  be  installed  as  board  members  to 
maintain  continuity  with  current  supervisory  activities  (as  is 
done  with  the  Federal  Home  Loan  Mortgage  Corporation) . 
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Our  £inal  recommendation  concerns  short-term  assistance  for 
horoebuyers.   This  program  would  provide  an  immediate  stimulus  to 
the  housing  market  through  an  interest-rate  "buy-down"  available 
to  a  broad  segment  of  the  homebuying  public.  We  propose  that  the 
Treasury  (through  appopriated  funds)  and  home  lending  institutions 
both  contribute  to  this  buy-down  relief  from  current  mortgage 
rates.   Conventional  loans  would  be  available  for  one  year  at 
below-market  rates  using  borrower  and  mortgage  standards  patterned 
after  existing  HUD  middle-income  programs  (such  as  the  FHA  235 
(q) ) .   Lenders  would  contribute  1%  toward  the  buy-down  for  the 
first  three  years  of  loan  life;  the  Government  would  contribute  3% 
the  first  year,  2%  the  second,  and  1%  the  third.   (Buy-downs  would 
be  calculated  from  a  general  market  index,  such  as  the  FHLMC's 
composite  monthly  rate  for  conventional  loans  on  existing  homes.) 

Thus,  a  buyer  in  a  16.5%  mortgage  market  would  be  able  to 
obtain  a  conventional  loan  at  12.5%  at  the  outset,  with  the  rate 
changing  to  13.5%  the  following  year,  and  14.5%  the  third  year. 
Using  the  suggested  standards,  this  program  could  stimulate  up  to 
$83.5  billion  in  home  mortgage  lending  in  the  coming  year  —  which 
would  finance  about  1.6  million  home  sales.   An  estimated  $7.5 
billion  in  interest  rate  relief  would  be  provided  to  borrowers  — 
$5  billion  (spread  over  three  years)  from  the  Government,  and  $2.5 
billion  contributed  by  participating  lenders.   This  plan  should  be 
available  for  the  purchase  of  both  newly-constructed  and  existing 
homes  --  helping  builders,  realtors,  building  tradesmen, 
suppliers,  home  sellers,  and,  of  course,  families  seeking  homes. 
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Our  Boctgage  buy-dovn  assistance  ceconBendation  is  but  ona  of 
several  put  forward  recently.   It  has  broad  application  and  a 
liaited  life  span,  consistent  with  fiscal  planning  objectives.   In 
connection  with  your  Subcoaaittee's  work*  we  will  also  be 
coanenting  by  separate  statement  on  such  excellent  initiatives  as 
the  aulti-faaily  proposal  developed  by  Chairaan  Gonsales  and 
Congressaan  Schuaer.  We  applaud,  as  well,  the  Subcoaaittee's 
efforts  to  develop  an  eaergency  aid  package  for  hoaeowners  facing 
foreclosure  due  to  involuntary  uneaployaent ,  and  will  be 
coaaenting  separately  on  that  legislation  (H.R.  5598) ,  too. 

We  also  have  several  observations  about  Chairaan  St  Geraain's 
welcoae  and  excellent  initiative,  "The  Hoae  Mortgage  Capital 
Stability  Act". 

As  introduced,  H.R.  5568  would  buttress  earnings  losses  and 
capital  for  those  institutions,  with  hoae  loan  portfolios 
coaprising  at  least  20%-of-assets,  which  have  fallen  below  a  2% 
net  worth-to-assets  level  for  two  consecutive  quarters.   An 
appropriation  of  $7.5  billion,  not  limited  to  fiscal  year,  is 
authorized  for  this  purpose.   Existing  Federal  agencies  would 
administer  the  assistance  and  determine  whether  an  "institution 
demonstrates  a  need  for  such  assistance  and  has  reasonable 
prospects  for  long-term  viability". 

We  would  prefer  to  see  the  dollar  assistance  available  to  all 
depositories  which  share  the  low-yielding,  long-term  mortgage 
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portfolio  burden.  That,  we  feel,  is  the  best  and  quickest  way  to 
restore  some  normalcy  to  mortgage  lending  operations  at  thrift 
institutions  across  America. 

Maintaining  capital  adequacy  is  vital,  too.  As  we  have 
pointed  out,  existing  regulatory  concepts  -  such  as  the  FHLBB*s 
Income  Capital  Certificates  —  may  be  adapted  to  sustain  capital 
at  some  positive  level  for  all  thrift  institutions.   (The  FDIC, 
however,  does  not  employ  the  ICC  concept.)   A  Treasury  guarantee 
should  attach  to  the  notes  exchanged  for  ICCs  (which  might  be 
broad  enough  to  encompass  stabilization  reserves  established  under 
quasi-reorganizations  of  thrift  institutions,  as  well.) 

Whatever  the  agency  or  agencies  chosen  to  administer  a  "net 
worth  guarantee"  program,  we  would  recommend  that  they  be  relieved 
of  such  subjective  eligibility  judgments  as  a  determination  of 
"reasonable  prospects  for  long-term  viability"  (see  Section 
2(b)(2)(D)  of  H.R.  5568).  The  capricious  turns  of  the  interest 
rate  cycles,  and  such  unanticipated  outside  forces  as  the 
haphazard  decisions  of  the  Depository  Institutions  Deregulation 
Committee,  make  such  long-term  assessments  very  difficult  ...  if 
not  impossible.  That  is  why  our  joint  task  force  suggested 
basically  a  voluntary  subscription  mechanism  to  establish 
eligibility  for  capital  maintenance.   (Our  plan  does  provide,  of 
course,  for  intervention  by  existing  supervisory  authorities 
through  court  order  if  continued  operation  of  a  subscriber  appears 
to  be  grossly  negligent  or  criminal  misconduct  is  involved.) 
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We  also  question  the  housing  reinvestment  formula  set  forth  in 
H.R.  5568.   As  savings  and  loan  associations  committed  to  home 
finance r  we  do  not  object  to  a  home  lending  obligation  per  se  — 
but  the  formula  linking  the  availability  of  below-market  mortgages 
to  recipients  of  earnings  and  capital  assistance  seems  unduly 
restrictive.   We  would  prefer  to  see  a  housing  assistance  program 
open  to  all  home  lenders,  not  just  as  an  obligation  for  those  in 
weakened  condition. 

In  addition,  the  obligation  to  issue  loans  at  1%  above  the 
average  cost  of  funds  would  hinder  the  ability  of  assisted 
institutions  to  rebuild  their  earnings  and  capital  positions  — 
particularly  in  competition  with  non-assisted  institutions.   The 
bill  also  ties  the  loans  to  an  individual  institution's  cost  of 
funds  and  is  expressed  in  annual  terms.   We  would  suggest  that  any 
housing  linkage  for  an  assistance  program  be  structured  so  as  to 
be  responsive  to  general  mortgage  market  conditions  (e.g.,  tied  to 
the  FHIiiC  index)  and  be  flexible  enough  to  keep  up  with  the 
changes  that  can  occur  month-to-month  in  the  mortgage  market. 

With  these  few  observations,  we  applaud  Chairman  St  Germain's 
overall  effort  and  leadership  with  legislation  to  halt  the 
shrinkage  of  our  thrift  industry  and  to  provide  the  support  needed 
to  begin  a  housing  recovery. 
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In  conclusion,  we  would  like  to  quote  once  more  from  the 
Washington  Post  editorial  of  February  26#  1982: 

"For  better  or  worse,  the  way  this  transition  works  out  will 
set  the  terros  under  which  you  will  be  able  to  build,  buy,  or 
sell  a  house  for  decades  to  come.   A  series  of  bankruptcies  in 
the  S&L  industry  can  only  make  mortgage  lending  more  difficult 
and  expensive. " 

A  restored  savings  and  loan  business  hopes  that  it  may  in  the 
future  ...  as  it  has  so  successfully  in  the  past  ...  join  with 
this  Subcommittee  in  making  homeownership  a  reality  for  millions 
of  American  families. 

We  appreciated  this  opportunity  to  present  our  views,  and  we 
look  forward  to  your  questions. 

«** 
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EXHIBIT  1 


NET  SAVINGS  GAINS*  AT  COMMERCIAL  BANKS  AND  SAVINGS  ASSOCIATIONS 
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SOURCE:     FHLBB,  Federal  Reserve  Board,  U.S.  League  of  Savings  Associations. 
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EXHIBIT  2 
^  RETURN  ON  ASSETS  OF  COMMERCIAL  BANKS  AND  SAVINGS  ASSOCIATIONS 
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EXHIBIT  3:  S&Ls  With  Less  than  2S  Net  Worth 
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Mortgage  Portfolio  Structure 
Savings  and  Loan  Assns. 
As  of  September, 1981 
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Chairman  Gonzalez.  Thank  you,  sir. 

Mr.  James  Coles,  president  of  the  United  Savings  of  Houston, 
Tex.,  in  his  capacity,  representing  the  National  Savings  &  Loan 
League.  Welcome  aboisu*d,  Mr.  Coles. 

STATEMENT  OF  JAMES  A.  COLES,  PRESIDENT  OF  THE  UNITED 
SAVINGS  OF  HOUSTON,  TEX.,  AND  TREASURER  OF  THE  NATION- 
AL SAVINGS  &  LOAN  LEAGUE 

Mr.  Coles.  Good  morning,  Mr.  Chairman,  and  fellow  Texan. 

Chairman  Gonzalez.  Well,  you  are  not  from  Houston,  are  you? 

Mr.  Coles.  Yes,  sir.  That  is  not  as  lovely  a  town  as  San  Antonio, 
but  that  is  where  I  make  my  home. 

Chairman  Gonzalez.  Well,  we  will  make  that  a  matter  of  record. 
[Laughter.]  It  could  be  worse,  it  could  be  Dallas.  [Laughter.] 

Mr.  Coles.  Thank  you,  Mr.  Chairman  and  members  of  the  sub- 
committee. 

My  name  is  Jim  Coles.  I  am  president  of  the  United  Savings  of 
Houston  and  treasurer  of  the  National  Savings  &  Loan  League,  on 
whose  behalf  I  appear  here  today. 

On  behalf  of  the  membership  of  the  National  Savings  &  Loan 
League,  I  first  want  to  thank  Chairman  St  Germain  for  introducing 
H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act,  which  would 
provide  for  assistance  to  depository  institutions  which  are  in  finan- 
cial difficulty  as  a  direct  result  of  their  commitment  to  the  housing 
market. 

Since  the  early  1930's,  there  has  been  a  well  imderstood  policy  of 
Hie  Federal  Government  to  assume  substantial  responsibility  for 
Hie  stability  of  the  Nation's  financial  intermediary  sjrstem.  The 
Government  further  assumes  the  responsibility  of  at  least  encour- 
aging, if  not  assuring,  that  there  would  be  a  stoble  supply  of  credit 
for  housing. 

From  the  creation  of  deposit  insurance,  a  Federal  thrift  system, 
secondary  market  facilities,  and  a  host  of  other  measures,  up  to 
and  including  the  enactment  of  H.R.  4986,  the  Congress  and  in  par- 
ticular, the  Banking  Committee,  has  assumed  responsibility  for  the 
safety  and  soundness  of  depository  institutions  for  the  security  of 
the  deposit  insurance  funds  and  for  a  national  housing  policy  that 
seeks  to  maximize  the  opportunity  for  homeownership.  The  bills 
pending  before  this  subcommitee,  H.R.  5568,  and  H.R.  5731,  which 
was  introduced  by  Chairman  Gonzalez,  represent  a  continued  com- 
mitment to  these  goals  and  policies. 

The  housing  and  thrift  institutions  of  the  Nation's  economy  are 
in  a  near  crisis  state.  While,  it  is  true  that  the  degree  of  financial 
stress  varies  from  place  to  place  and  from  one  institution  to  an- 
other, it  would  be  a  mistake  to  assiune  that  the  problem  is  regional 
in  nature.  No  savings  and  loan  is  immune  from  the  effects  of 
pajdng  a  higher  rate  to  savers  than  it  receives  from  borrowers. 

The  cause  of  this  problem,  and  its  almost  unique  applicability  to 
thrift  institutions,  is  well  understood  by  this  subcommittee.  To  put 
it  simply,  we  got  into  this  fix  by  doing  what  we  were  required  to  do 
by  law,  and  regulation,  and  by  what  we  were  encouraged  to  do  by 

Eublic  policy.  Savings  and  loans  have  been,  as  they  were  created  to 
e,  the  primary  source  of  long-term  mortgage  credit  in  this  coun- 
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try.  Beginning  about  4  years  ago,  the  market  and  the  Congress  told 
us  that  we  were  not  paying  a  fair  rate  of  return  to  our  depositors. 
Today,  market  sensitive  accounts  amount  to  65  percent  of  our  de- 
posits. 

To  date,  the  solution  to  the  thrift  problem,  has  been  to  merge  in- 
stitutions. In  some  cases,  with  an  infusion  of  capital  or  with  an 
ESLIC  hold  harmless  guarantee  to  the  acquiring  institution  against 
losses  from  the  low-3rield  assets  of  the  acquired  thrift. 

The  administration  has  refused  to  consider  any  direct  assistance 
to  thrifts,  preferring  to  rely  on  the  merger  process.  The  administra- 
tion and  the  Congress,  by  silence,  also  seemed  to  imply  that  the 
merger  solution  is  cost  free. 

Even  if  the  merger  process  could  go  on  indefinitely,  the  cost 
would  be  high.  Far  from  a  no-cost  solution,  the  present  course  of 
action  is  potentially  a  very  costly  one.  If  the  estimate  of  1,000 
thrifts  being  merged  out  over  the  next  few  years  is  reasonably  ac- 
curate, we  believe  that  the  resources  of  the  FSLIC  will  be  severely 
strained. 

We  do  not  believe  that  the  merger  process,  by  itself,  is  a  viable 
solution.  While  the  merger  process  has  been  successful  in  avoiding 
the  worst  of  all  outcomes,  liquidation,  it  has  clearly  not  done  the 
job  in  terms  of  restoring  public  confidence.  Virtually  every  supervi- 
sory merger  has  been  headlined  in  the  press  as  a  failure.  The  su- 
pervisory mergers  have  had  an  adverse  affect  on  the  public's  confi- 
dence in  thrift  institutions  generally,  as  evidenced  by  the  $25.4  bil- 
lion savings  outflow  in  1981,  compared  to  a  $10.7  billion  inflow,  in 
the  previous  year.  Public  confidence  in  the  whole  structure  of  the 
thrift  industry  is  very  much  at  issue  here,  today,  and  ultimately  in 
the  public's  confidence  in  the  Nation's  financial  system. 

H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act,  introduced 
on  February  23,  by  Chairman  St  Germain,  would  provide  for  a  $7.5 
billion  pool  of  money,  at  the  Treasuiy,  from  which  the  financial 
regulatory  agencies  could  draw  to  assist  financially  troubled  insti- 
tutions under  their  supervision. 

The  bill  provides  minimal  requirements  for  the  eligibility  of  in- 
stitutions for  financial  assistance  with  a  great  deal  of  discretion 
left  up  to  the  regulators.  The  latter  point,  is  in  our  view,  the  most 
important  in  terms  of  who  gets  the  help.  Before  the  FSLIC  grants 
the  assistance,  it  must  be  reasonably  sure  of  the  long-term  viability 
of  the  savings  and  loan  association  in  question. 

The  financial  assistance  available  to  institutions  selected  by  the 
FSLIC  would  take  two  forms.  First,  the  FSLIC  would  use  the  funds 
to  purchase  capital  notes  from  the  institutions  in  amounts  to  raise 
the  net  worth  to  2  percent.  Subsequently,  the  FSLIC  would  make 
payments  to  the  institutions  in  amounts  equal  to  their  operating 
losses  to  maintain  net  worth  at  2  percent. 

Given  the  broad  grant  of  authority  to  the  Federal  Home  Loan 
Bank  Board  to  pick  and  choose  who  gets  the  assistance  we  respect- 
fully suggest  that  the  2  percent  net  worth  test  is  unnecessarily 
rigid.  We  hope  the  subcommittee  will  consider  givii^  the  regula- 
tors the  authority  to  extend  these  earnings  stabflization  payments 
onto  the  same  terms  and  conditions  to  omerwise  qualified  institu- 
tions whose  net  worth  is  declining,  but  still  in  excess  of  2  percent. 
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The  National  League,  supports  the  principle  of  a  continued  com- 
mitment to  housing  by  institutions  receiving  short-term  assistance 
from  the  HMCS  fund.  We  do  believe,  however,  that  this  provison  of 
H.R.  5568  is  written  too  narrowly. 

llie  institutions  should  have  the  flexibility  to  meet  the  housing 
credit  needs  of  their  community,  by  as  well,  making  home  improve- 
ment loans,  loans  for  the  rehabilitation  of  older  structures,  and 
loans  for  mobile  homes. 

MORTGAGE  WAREHOUSING 

Mr.  Chairman,  the  inability  of  thrift  institutions  to  maintain  fi- 
nancial health  and  profitability  in  the  current  interest  rate  envi- 
ronment is  very  simply,  caus^  by  large  portfolios  of  long-term, 
low-3rield  mortgage  assets. 

One  of  the  mechanisms  for  temporary  relief,  therefore,  which  we 
would  urge  this  subcommittee  to  consider  as  a  supplement  to  H.R. 
5568,  is  a  temporary  mortgage  warehousing  plan.  The  broad  out- 
line of  a  warehousing  plan  can  be  found  in  H.R.  5030  introduced 
last  year  by  Representative  John  LaFalce,  a  member  of  the  House 
Banking  Committee. 

An  eligible  institution  would  be  permitted  to  exchange  a  portion 
of  its  9  percent  or  less  mortgages,  for  a  variable  rate  notes  issued 
by  the  FSLIC,  or  the  FDIC,  with  rates  tied  to  Treasury  Bill  rates. 
The  difference  between  the  3rields  would,  in  effect,  be  an  earnings 
maintenance  loan,  to  be  fully  repaid  over  a  3  to  5  year  period. 

Mr.  Chairman,  members  of  the  subconmiittee,  we  are  very  much 
aware  that  there  could  not  be  a  worse  time  to  come  here  and  ask 
you  to  enact  legislation  which  adds  to  the  overall  budget  deficit. 
We  would  not  do  so,  if  we  were  convinced  that  there  were  any  rea- 
sonable short-term  alternatives.  In  our  judgment,  doing  nothing 
now  and  allowing  a  continued  erosion  of  the  financial  condition  of 
a  substantial  part  of  our  depository  system  nms  the  risk  of  much 
more  expensive,  less  controllable  costs  in  the  months  and  years 
ahead.  While  the  deposit  insurance  funds  are  sound  today,  Con- 
gress must  address  the  issue  of  how  much  more  pressure  can  be 
permitted  on  the  insurance  funds.  That  is  a  judgment  that  you 
must  make. 

Members  of  the  committee,  I  thank  you  for  the  opportunity  to 
appear  before  you  today,  and  I  look  forward  to  your  questions. 

[The  prepared  statement  of  Mr.  Coles,  on  behalf  of  the  National 
Savings  &  Loan  League,  follows:] 
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TESTIMONY  OF 

JAMES  A.  COLES 

ON  BEHALF  OF 

THE  NATIONAL  SAVINGS  AND  LOAN  LEAGUE 

ON  HR  5568 

BEFORE  THE 

SUBCOMMITTEE  ON  HOUSING  AND 

COMMUNITY  DEVELOPMENT 

U.  S.  HOUSE  OF  REPRESENTATIVES 

MARCH  18,  1982 

Mr.  Chairman,  Members  of  the  Subcommittee,  my  naiae   is 
James  A.  Coles.   I  am   President  of  United  Savings  of  Houston, 
Texas,  and  Treasurer  of  the  National  Savings  and  Loan  League 
on  whose  behalf  I  appear  here  today.   The  National  League 
appreciates  this  opportunity  to  express  the  concern  we  feel 
for  the  future  of  the  mortgage  credit  delivery  system  of  this 
country  and  the  future  of  housing  and  homeownership. 

On  behalf  of  the  membership  of  the  National  Savings 
and  Loan  League,  I  first  want  to  thank  Chairman  St  Germain 
for  introducing  H.R.  5568,  the  "Home  Mortgage  Capital  Stability 
Act,**  which  would  provide  for  financial  assistance  to  financial 
institutions  which  are  in  financial  difficulty  as  a  direct 
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result  of  their  cooBitment  to  the  housing  market.  We  are 
pleased  to  be  able  to  announce  here  today  our  support  for 
the  bill.   We  will,  however,  suggest  a  few  specific  amend- 
nents  to  the  bill  as  well  as  a  supplemental  financial 
assistance  plan  aimed  directly  at  the  core  of  the  thrifts' 
current  financial  problem. 

Before  discussing  the  specifics  of  H.R.  5568,  a  few 
general  observations  about  housing  policy  are,  we   think,  in 
order.   Since  the  early  19308  there  has  been  a  %#ell  understood 
policy  of  the  federal  government  to  assume  substdnti^l  responsi- 
bility for  the  stability  of  the  nation's  financial  intermediary 
system.   The  government  further  assumed  the  responsibility  of 
at  least  encouraging i  if  not  assuring,  that  there  would  be 
a  stable  supply  of  credit  for  housing.   These  policies  have 
at  times  been  explicit — at  other  times,  implicit — in  actions 
taken  by  Congress  over  the  last  fifty  yeeurs.   From  the  creation 
of  deposit  insurance,  a  federal  thrift  system,  secondary  market 
facilities,  and  a  host  of  other  measures,  up  to  and  including 
the  enactment  of  H.R.  4986,  the  Congress,  and  in  pa.rtlcular  the 
Banking  Committee,  has  assumed  responsibility  for  the  safety 
and  soundness  of  depository  institutions,  for  the  security  of 
the  deposit  insurance  funds,  and  for  a  national  housing  policy 
that  seeks  to  maximize  the  opportunity  for  homeowner ship. 

The  bills  pending  before  this  Subcommittee,  H.R.  5568 
«md  H.R.  5731  which  was  introduced  by  Chairman  Gonzalez, 
represent  a  continued  commitment  to  these  goals  and  policies. 
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Both  bills  are  directly  related  to  the  issue  of  a  national 
housing  policy.   The  goal  of  decent «  affordable  housing  and 
a  suitable  living  environment  has  been  an  implicit,  if  not 
explicit,  policy  of  the  federal  government  for  fifty  years. 
It  is  fair,  %#e  think,  to  ask  today  whether  or  not  this  remains 
our  national  policy.   It  is  fair,  we  suggest,  to  ask  the 
Congress  and  the  Administration  to  answer  that  question 
explicitly  to  the  American  people. 

The  housing  and  thrift  industry  components  of  the 
nation's  economy  are  in  a  near-crisis  state  with  interest 
rates  pricing  all  but  the  most  affluent  people  out  of  housing, 
production  below  one  million  units  per  year,  virtually  no 
rental  construction  in  many  cities  where  it  is  desperately 
needed,  and  unemployment  in  the  construction  trades  rising. 

The  savings  and  loan  industry — taken  as  a  whole — lost 
about  $5  billion  in  1981,  reducing  the  combined  net  worth  or 
reserves  of  the  industry  from  $32  billion  a  year  ago  to  approxi- 
mately $27  billion  today.   While  it  is  true  that  the  degree  of 
financial  stress  varies  from  place  to  place  and  from  one 
institution  to  €mother,  it  would  be  a  mistake  to  assume  that 
the  problem  is  regional  in  nature.   No  savings  and  loan  is 
immune  from  the  effects  of  paying  a  higher  rate  to  savers  than 
it  receives  from  borrowers.   The  losses  that  result  eat  away 
at  the  institution's  net  worth. 

The  cause  of  this  problem — and  its  almost  unique  applica- 
bility to  thrift  institutions — is  well  understood  by  this 


Digitized  by  VjOOQ IC 


853 


Subcommittee «  but  apparently  is  not  understood  elsewhere. 
To  put  it  simply «  we   got  into  this  fix  by  doing  what  %#e 
%#ere  required  to  do  by  law  and  regulation,  amd  by  what  we 
%#ere  encouraged  to  do  by  public  policy.   Savings  and  loans 
have  been,  as  they  were  created  to  be,  the  primary  source  of 
long-term  mortgage  credit  in  this  country.   They  have  provided 
mortgage  credit  in  the  form  of  long-term,  fixed -rate  loans. 

Beginning  about  four  years  ago,  the  market  and  the 
Congress  told  us  %#e  were   not  paying  a  fair  rate  of  return  to 
our  depositors.   As  a  result,  market- sensitive  instruments 
%#ere  created  to  stem  disintermediation  and  "give  the  saver 
a  fair  shake."   In  this  hearing  room  two  years  ago,  we  were 
severely  chastised  for  objecting  to  a  five-year  phase-out  of 
rate  ceilings  on  savings.   Well,  we  have  been  paying  an 
increasingly  higher  rate  and  am  increasingly  volatile  rate 
on  savings.   The  net  result  is  we  hold  the  6,  8,  and  10%  fixed 
rate  loans  the  government  wanted  us  to  make,  and  we  are  paying 
our  depositors  am  average  rate  of  1115%  while  the  average  yield 
on  our  mortgages  is  10%.   Market  sensitive  savings  accounts 
aunount  to  65%  of  our  deposits  today. 

To  date,  the  "solution"  to  the  thrift  problem  has  been 
to  merge  institutions  in  some  cases  with  an  infusion  of  capital 
or  with  an  FSLIC  "hold  harmless"  guarantee  to  the  acquiring 
institution  against  losses  from  the  low-yield  assets  of  the 
acquired  thrift.   The  Administration  has  refused  to  consider 
any   direct  assistance  to  thrifts — preferring  to  rely  on  the 
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merger  process.   They  seem  to  assume  that,  in  time,  the 
problem  will  go  away — i.e.  that  the  thrifts  will  be  merged 
out  quietly  until  interest  rates  fall  and  the  problem  solves 
itself.   The  Administration  and  the  Congress  by  their  silence 
also  seem  to  imply  that  the  merger  solution  is  cost  free. 
Both  assumptions  are  in  error.   The  problem  isn't  going 
away.   In  1981  there  were  three  FDIC-assisted  mergers  and 
23  FSLIC  assisted  mergers  costing  each  agency  about  $1  billion. 
The  potential  cost  to  FSLIC  from  its  previous  commitments  €uid 
from  the  future  mergers  it  will  be  required  to  arrange  will 
be  even  more  costly. 

It  may  well  be,  Mr.  Chairman,  that  some  substantial 
degree  of  consolidation  of  the  depository  system  is  inevitable — 
given  marketplace  changes,  technological  innovations,  and 
changes  in  consumer  demands  €uid  expectations  for  financial 
services.   One  could  argue  that  this  consolidation  would 
eventually  affect  all  segments  of  the  depository  network.   We 
are,  therefore,  prepared  to  accept  the  notion  that  a  restructur- 
ing of  the  system  €uid  a  degree  of  consolidation  is  inevit£ible, 
but  the  process  of  "natural  selection"  that  would  occur  in  a 
stable  economic  environment  will  not  be  achieved  in  the  present 
climate. 

Even  if  the  merger  process  could  go  on  indefinitely, 
the  costs  would  be  high.   Assisted  mergers  may  very  well 
require  direct  financial  infusion  from  Treasury.   Far  from 
a  no-cost  solution,  the  present  course  of  action  is  potentially 
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a  very  costly  solution.   If  the  estimate  of  1,000  thrifts 
being  merged  out  over  the  next  few  years  is  reasonably 
accurate,  we  believe  that  the  resources  of  the  FSLIC  will 
be  severely  strained. 

We  do  not  believe  that  the  merger  process  by  itself 
is  a  viable  solution.   While  the  merger  process  has  been 
successful  in  avoiding  the  worst  of  all  outcomes — liquidation 
of  insured  institutions — it  has  clearly  not  done  the  job  in 
terms  of  restoring  public  confidence.   Virtually  every 
supervisory  merger  has  been  headlined  in  the  press  as  a 
failure.   The  supervisory  mergers  have  had  an  adverse  effect 
on  the  public's  confidence  in  thrift  institutions  generally 
as  evidenced  by  the  $25.4  billion  savings  outflow  we  experi- 
enced in  1981  compared  to  a  $10.7  billion  inflow  in  1980. 

Public  confidence  in  the  whole  structure  of  the  thrift 
industry  is  very  much  at  issue  here,  and  ultimately  in  the 
public's  confidence  in  the  nation's  financial  system. 

It  should  be  obvious  that  the  current  interest  rate 
environment  will  make   near -term  profitability  impossible. 
Indeed,  if  rates  stay  where  they  are,  1982  will  be  as  bad  or 
worse  than  1981.   If  there  were  any  reasonable  expectation 
that  interest  rates  would  decline  sharply  to  say  a  6-month 
MMC  rate  of  8%  and  a  30-month  rate  of  10%  and  stay  there, 
WE  WOULD  NOT  BE  HERE  TODAY! 
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We  are  willing  to  accept  on  faith  that  the  Congress 
and  the  President  will  somehow  get  the  government's  fiscal 
house  in  order,  which  is  the  ultimate  and  only  permanent 
solution  to  our  problems.   We  can,  ho%#ever,  no  longer  wait 
for  that  to  occur.   While  we  would  prefer  to  work  out  our 
problems  through  our  own  means  rather  than  coming  to  Congress 
to  ask  for  direct  assistance  that  will  have  a  short-term 
negative  budget  impact,  we  have  come  to  the  conclusion  that 
%#e  have  no  other  choice. 

H.R.  5568 

The  Home  Mortgage  Capital  Stability  Act  introduced  on 
February  23  by  Chairm2Ln  St  Germain  would  provide  for  a  $7.5 
billion  pool  of  money  at  the  Treasury  from  which  the  financial 
regulatory  agencies  could  draw  to  assist  fin€uicially  troubled 
institutions  under  their  supervision. 

The  bill  provides  minimal  requirements  for  the  eligibility 
of  institutions  for  financial  assistance  with  a  great  deal  of 
discretion  left  to  the  regulators.   The  latter  point  is,  in 
our  view,  the  most  important  in  terms  of  who  gets  the  help. 
Before  the  FSLIC  grants  the  assistance,  it  must  be  reasonably 
sure  of  the  "long-term  viability"  of  the  savings  and  loan  in 
question.   In  other  words,  the  bill  puts  the  FSLIC  in  the 
position  of  deciding  who  is  worth  saving  and  who  isn't. 
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The  financial  assistance  available  to  institutions 
selected  by  the  FSLIC  would  take  two  forms:   raising  an 
institution's  net  worth  to  2%  and  maintaining  it 
at  that  level. 

First,  the  FSLIC  would  use  the  funds  to  purchase 
capital  notes  from  the  institutions  in  such  amounts  to  raise 
the  net  worth  to  2%.   Subsequently  the  FSLIC  would, 
on  a  gu€u:terly  basis,  make  payments  to  the  institutions 
in  amounts  equal  to  their  operating  losses  to  maintain  net 
worth  at  the  2%  level. 

Given  the  broad  gramt  of  authority  to  the  FHLBB  to 
pick  amd  choose  who  gets  the  assistance,  we  respectfully 
suggest  that  the  2%  net  worth  test  is  unnecessarily 
rigid.   We  hope  the  Subcommittee  will  consider  giving  the 
regulators  the  authority  to  extend  "earnings  stabilization 
payments'*  (under  the  same  terms  and  conditions)  to  otherwise 
qualified  institutions  whose  net  worth  is  declining  but  still 
above  2%. 

Financial  assistance  received  under  this  program  would 
be  repaid  to  the  Treasury  (at  a  rate  of  interest  to  be  set  by 
the  Secretary)  after  the  assisted  institution  has  rebuilt  its 
net  worth  to  3%,  or  after  five  years.  The  repayment  schedule 
calls  for  50%  of  after-tax  profit  to  be  committed  to  redeeming 
the  capital  notes  and  earnings  stabilization  payments.  Since 
repayments  from  the  qualifying  institutions  will  go  directly 
into  the  HMCS  Fund  at  the  Treasury,  it  will  be  a  revolving  fund. 
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As  a  result,  the  initial  cost  to  the  government  is  controllable 
and,  in  the  long  run,  the  cost  will  be  zero. 

From  the  time  that  an  institution  begins  receiving 
assistance  to  the  time  that  the  assistance  is  fully  repaid 
to  the  Fund,  the  institution  would  be  obligated  to  commit 
50%  of  its  deposit  growth  to  residential  mortgages  for  first- 
time  homebuyers  in  amounts  not  greater  than  the  FHA  limit 
and  at  interest  rates  of  1%  over  the  institution's  average 
cost  of  funds.   Up  to  one-half  of  this  obligation  could  be 
met  through  the  purchase  of  securities  backed  by  mortgages 
meeting  these  same  qualifications. 

The  National  League  supports  the  principle  of  a 
continued  commitment  to  housing  by  institutions  receiving 
short-term  assistamce  from  the  HMCS  fund.   We  strongly  believe, 
however,  that  the  requirement  is  written  far  too  narrowly. 
Institutions  should  have  the  flexibility  to  meet  the  housing 
credit  needs  of  their  community  by  also  making  home  improvement 
loans,  loans  for  the  rehabilitation  of  older  structures,  and 
loans  for  mobile  homes. 

We  also  would  urge  the  Subcommittee  to  provide  regulatory 
latitude  on  the  permissible  interest  rate  limit  on  qualifying 
loans.   The  commitment  of  50%  net  new  funds  is  a  reasonable 
standard,  but  the  rate  of  interest  should  be  tied  to  these 
funds  (i.e.  the  marginal  cost  of  funds)  rather  than  the  cost 
of  funds  already  on  deposit  and  already  committed  to  existing 
loans.   Given  the  rigidity  of  this  requirement  as  it  is  now 
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%n:itten,  we  believe  the  government  will  end  up  perpetuating 
the  depressed  earnings  condition  of  the  associations  getting 
the  assistance. 

Mortgage  Warehousing 

Mr.  Chairman,  the  inability  of  thrift  institutions 
to  maintain  financial  health  and  profitability  in  the  current 
interest  rate  environment  is,  very  simply,  caused  by  large 
portfolios  of  long-term,  low-yield  mortgage  assets.   One  of 
the  mechanisms  for  temporary  relief,  therefore,  which  we 
would  urge  this  Subcommittee  to  consider  as  a  supplement  to 
H.R.  5568,  is  a  temporary  mortgage  warehousing  plan. 

The  broad  outline  of  a  warehousing  plan  can  be  found 
in  H.R.  5030  introduced  last  year  by  Rep.  John  La  Falce, 
a  member  of  the  House  Banking  Committee.   An  eligible  institu- 
tion would  be  permitted  to  exchange  a  portion  of  its  9%  or 
less  mortgages  for  variable-rate  notes  issued  by  the  FSLIC 
or  the  FDIC  with  rates  tied  to  Treasury  bill  rates.   The 
difference  between  the  yields  would  in  effect  be  an  earnings 
maintenance  loan  to  be  fully  repaid  over  a  three-  to  five-year 
period.   In  the  long  run,  this  approach  involves  no  cost  to 
the  government.   In  the  short  run,  there  is  a  budget  impact 
which  would  be  variable  with  the  rise  or  fall  of  interest  rates 
generally.   The  initial  funds  for  the  interest  rate  spread  on 
the  assets  to  be  exchanged  could  come  from  the  HMCS  Fund  called 
for  in  H.R.  5568  or  a  similarly  appropriated  fund.   Alternatively 
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these  funds  could  be  raised  by  authorizing  the  FSLIC  to 
borrow  with  the  full  faith  and  credit  of  the  United  States. 
The  terms  and  conditions  can  be  closely  linked.   Consultation 
with  the  Secretary  of  the  Treasury  in  setting  these  terms  and 
conditions  would  be  an  appropriate  legislative  safeguard. 

we  recommend  that  the  FSLIC  be  given  the  authority 
to  use  the  warehousing  fund  for  any  insured  institution 
experiencing  sustained  losses  regardless  of  current  net  worth. 
We  also  suggest  that  the  redemption  terms  be  set  by  the  FSLIC 
with  appropriate  reporting  requirements  to  the  Congress  amd 
the  Treasury  Secretary. 

Conclusion 

Mr.  Chairman,  Members  of  the  Subcommittee,  we  are  very 
much  aware  that  there  couldn't  be  a  worse  time  to  come  here 
and  ask  you  to  enact  legislation  which  adds  to  the  overall 
budget  deficit.   We  would  not  do  so  if  we  were  convinced  that 
there  were  any  reasonable  short-term  alternatives.   In  our 
judgment,  doing  nothing  now  and  allowing  a  continued  erosion 
of  the  financial  condition  of  a  substantial  part  of  our  deposit- 
ory system  runs  the  risk  of  much  more  expensive,  less  controll- 
able costs  in  the  months  ahead.   While  the  deposit  insurance 
funds  are  sound  today.  Congress  must  address  the  issue  of  how 
much  more  pressure  can  be  permitted  on  the  insurance  funds. 
That  is  a  judgment  you  must  make. 

Thank  you  for  the  opportunity  to  appear  before  you 
today.   I  look  forward  to  your  questions. 
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Chairman  Gonzalez.  Thank  you  very  much,  sir.  The  next  wit- 
ness is  William  B.  Muse,  Jr.,  the  president  of  Imperial  Savings  & 
Loan  Association,  Martinsville,  Va.,  representing  the  American 
Savings  &  Loan  League. 

STATEMENT  OF  WILLIAM  B.  MUSE,  JR,  PRESIDENT  OF  IMPERIAL 
SAVINGS  &  LOAN  ASSOCIATION,  MARTINSVILLE,  VA,  REPRE- 
SENTING THE  AMERICAN  SAVINGS  &  LOAN  LEAGUE,  INC. 

Mr.  Muse.  Thank  you,  Mr.  Chairman.  It  is  a  great  pleasure  to  be 
here,  particularly  to  hear  the  comments  of  the  members  of  the  sub- 
committee who  have  expressed  their  concern  for  the  problems 
which  we  are  addressing  today. 

I  am  here  as  a  member  of  the  l^islative  committee  of  the 
American  Savings  &  Loan  League,  and  I  am  president  of  Imperial 
Savings  &  Loan  Association  of  Martinsville,  Va.  I  am  pleased  to 
present  to  you  the  views  of  the  American  Savings  &  Loan  League 
on  H.R.  5568,  a  measure  concerned  with  maintaining  the  net  worth 
of  mortgage  issuing  depository  institutions  above  the  2-percent 
mark. 

The  ASLL's  members  are  savings  associations  owned  or  con- 
trolled by  blacks,  Hispanics,  and  Asian  Americans.  Our  associ- 
ations are  small  and  young;  most  of  us  have  less  than  $100  million 
in  assets  and  only  one-half  have  been  in  existence  for  more  than  10 
years. 

In  spite  of  our  small  size,  however,  our  institutions  have  become 
an  integral  part  of  minority  neighborhoods  throughout  the  country. 
Collectively  we  represent  over  $2.6  billion  in  assets. 

These  assets  are  for  the  most  part  mortgages  we  have  been  able 
to  make  for  minority  homeownership.  ASLL  members  provide 
mortgage  financing  for  inner  city  homeowners.  We  help  alleviate 
urban  blight  by  investing  in  minority  economic  development  activi- 
ties; and  by  the  mere  fact  of  our  existence,  we  serve  as  role  models 
to  boost  the  morale  of  other  members  of  the  minority  business  com- 
munity. 

Presently,  economic  forces  combined  with  the  total  insensitivit^ 
of  the  Reagan  administration  are  threatening  the  survival  of  mi- 
nority thrift  institutions.  Some  of  the  problems  of  minority  S.  & 
L.'s  are  common  to  the  entire  thrift  industry. 

The  mcyor  problem  we  have  in  common  is  declining  net  worth 
due  to  the  high  cost  of  short-term  borrowing.  According  to  the  Fed- 
eral Home  Loan  Bank  Board,  the  national  average  cost  of  funds  for 
FSLIC-insured  associations  for  the  6  months  ending  June  30,  1981, 
was  lO.Slpercent.  The  portfolio  yield  for  the  same  period  was  9.27 
percent.  This  represents  a  negative  spread  of  0.59  percent.  Statis- 
tics for  the  second  half  of  1981  show  that  the  negative  spread  has 
increased.  Accordingly,  out  of  79  minority  S.  &  L.'s,  51  posted  net 
operating  losses  for  the  year,  ranging  from  $1,702  to  $1,950,394.  We 
were  able  to  absorb  last  year's  losses  by  our  accumiilated  surplus. 
However,  should  this  negative  spread  continue  to  erode  the  net 
worth  of  the  industry,  many  S.  &  L.'s  soon  will  not  be  able  to  main- 
tain the  required  statutory  reserves.  I  am  sure  that  the  committee 
knows  of  the  number  of  S.  &  L.'s  that  are  projected  to  disappear  if 
the  current  conditions  continue. 
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Minority  S.  &  L/s  have  some  distinct  problems  of  their  own.  In 
the  mctrketplace  we  are  disadvantaged  by  size;  and  the  disposable 
incomes  of  our  depositors  are  less,  causing  them  to  have  lower  bal- 
ances and  more  active  accounts  that  are  more  costly  for  us  to 
maintain. 

Further,  our  size  does  not  allow  us  to  benefit  fully  from  the  new 
investment  powers  recently  granted  to  the  savings  and  loan  indus- 
try. In  contrast  to  older  S.  &  L.'s,  one-half  of  our  member  institu- 
tions have  not  had  sufficient  time  to  accumulate  adequate  net 
worth  and  develop  a  broad  customer  base. 

This  situation  nas  been  exacerbated  bv  several  recessions  since 
1974  and  current  economic  conditions.  Today,  the  survival  of  mi- 
nority S.  &  L.'s  is  seriously  threatened,  since  the  solutions  to  low 
net  worth  usually  is  merger  with  a  larger,  stronger,  but  nonminor- 
ity  institution. 

Over  the  past  year  and  a  half,  seven  American  League  members 
have  been  merged  out  of  existence  because  of  inadequate  net 
worth.  Without  some  form  of  assistance  to  shore  up  the  net  worth 
of  the  remaining  associations,  we  can  be  sure  to  see  many  more 
mergers  with  disastrous  consequences  for  minority  S.&  L.'s  and  the 
communities  they  were  chartered  to  serve. 

Public  confidence  in  our  areas  is  a  very  important  thing.  With- 
out that  confidence  in  our  cities,  you  would  create  other  problems. 
Without  doubt,  their  loss  will  be  felt  by  their  communities,  as  mi- 
nority S.  &  L.'s  are  frequently  the  only  financial  presence  in  inner- 
city  neighborhoods.  Their  efforts,  however  small,  have  been  direct- 
ed toward  promoting  homeownership  among  minorities  and  toward 
slowing  the  process  of  urban  decay.  For  years  we  were  the  only 
consistent  mortgage  lenders  in  "redlined"  inner  city  areas.  Finally, 
these  minority  institutions  have  set  an  example  which  mav  con- 
vince the  younger  generation  of  black,  Hispanics,  and  Asian  Ameri- 
cans that  the  American  dream  can  work  for  them  too. 

Today,  however,  the  situation  is  sufficiently  serious  to  warrant 
concern  that  the  very  phenomenon  of  minority  savings  and  loan  as- 
sociation is  facing  extinction.  The  St  Germain  bill  will  help  main- 
tain the  strength  and  viability  of  minority  S.  &  L.'s,  and  help  us 
weather  the  current  economic  storm.  It  is  a  timely  measure,  for  the 
public  confidence  in  the  savings  and  loan  industry  is  beginning  to 
decline.  Articles  with  provocative  titles  such  as,  "How  Safe  Are 
Your  Savings?''  appear  in  the  press  almost  daily,  causing  deposi- 
tors to  worry  about  the  viability  of  the  thrift  industry. 

The  edifice  of  the  banking  system,  painstakingly  built  on  the 
public  confidence  in  the  aftermath  of  the  great  runs  on  banks  in 
the  early  1930's,  may  crumble  unless  the  authorities  evince  strong 
commitments  to  back  up  the  thrift  industry.  The  repercussions  will 
definitely  spread  into  tne  banking  industry,  and  the  consequences 
for  the  economy  as  a  whole  will  doubtless  be  serious. 

We  support  the  Home  Mortgage  Capital  Stability  Act  because  it 
is  a  timely  remedy  for  the  thrift  industry  as  a  whole.  Moreover,  we 
have  a  particular  desire  to  see  the  bill  pass,  for  the  assistance  is 
not  partial  to  big  associations,  but  is  committed  to  save  any  viable 
mortgage-lending  depository  institution,  r^ardless  of  its  size. 

This  would  assure  that  the  standard  of  fairness  is  maintained 
and  would  have  the  added  benefit  of  preserving  the  separate  identi- 
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ty  of  the  minority  S.  &  L.  Whether  governmental  assistance  will 
come  in  the  form  of  a  capital  stability  fund,  net  worth  guarantee, 
or  some  combination  of  the  two,  it  will  be  a  long  overdue  measure 
to  relieve  the  burdens  on  our  industry.  Therefore,  the  American 
Savings  &  Loan  League  supports  this  proposal  and  would  urge  its 
speedy  enactment. 

I  would  be  pleased  to  respond  to  any  questions  that  you  might 
have. 

[Mr.  Muse's  prepared  statement,  on  behalf  of  the  American  Sav- 
ings &  Loan  League,  Lie,  follows:] 
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STATEMENT  OF  WILLIAM  B.  MUSE,  JR. 

PRESIDENT 

IMPERIAL  SAVINGS  AND  LOAN  ASSOCIATION 

MARTINSVILLE.  VIRGINIA 

ON  BEHALF  OF 

THE  AMERICAN  SAVINGS  AND  LOAN  LEAGUE,  INC. 
March  18,  1982 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  V/illiam  B.  Muse, 
President  of  Imperial  S&LA  of  Martinsville,  Virginia.  I  am  pleased  to 
present  to  you  the  views  of  the  American  Savings  and  Loan  League  on 
H.R.  5568,  a  measure  concerned  with  keeping  the  net  worth  of  mortgage- 
issuing  depository  institutions  above  the  two-percent  mark. 

The  ASLL's  members  are  savings  associations  owned  or  controlled 
by  Blacks,  Hispanics,  and  Asian-Americans.  Our  associations  arc  sniall 
and  young;  nwst  of  us  have  less  than  SlOO  million  in  assets  and  only 
one-half  have  been  in  existence  for  iiioro  than  10  years.  In  spite  nf 
our  small  size,  however,  our  institutions  hcwo  become  an  integral  part  of 
minority  neighborhoods  throughout  the  country.  Collectively  we  represent 
over  32. 6  billion  in  assets.  These  assets  are  for  the  most  part  mortgufjes 
we  have  been  able  to  make  for  minority  hoiiieownorship.  We  provide  nx)rtgage 
financing  for  inner-city  homeowners.  We  help  alleviate  urban  blight  by 
investing  in  minority  economic  development  activities;  and  by  the  mere 
fact  of  our  existence,  we  serve  as  role  models  to  boost  the  morale  of 
other  members  of  the  minority  business  coiiinunity. 

PT-esently,  economic  forces  combined  with  the  total  insensitivity 
of  the  Reagan  Administration  are  threatening  the  survival  of  minority 
thrift  institutions.  Some  of  the  problems  of  minority  S&Ls  are  common  to 
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the  entire  thrift  Industry.  The  major  problem  we  have  In  common  Is 
declining  net  worth  due  to  the  high  cost  of  short-term  borrowing.  According 
to  the  Federal  Home  Loan  Bank  Board,  the  national  average  cost  of  funds 
for  FSLIC-lnsured  associations  for  the  six  months  ending  June  30,  1981, 
was  10.31  percent.  The  portfolio  yield  for  the  same  period  was  9.27%. 
This  represents  a  negative  spread  of  0.59%.  Statistics  for  the  second 
half  of  1981  show  that  the  negative  spread  has  increased.  Accordingly,  out 
of  79  minority  S&Ls,  51  posted  net  operating  losses  for  the  year,  ranging 
from  $1,702  to  $1,950,394.  We  were  able  to  absorb  last  year's  losses  by 
our  accumulated  surplus.  However,  should  this  negative  spread  continue  to 
erode  the  net  worth  of  the  industry,  many  S&Ls  soon  will  not  be  able  to 
maintain  the  required  statutory  reserves.  I  am  sure  the  Committee  knows  of 
the  number  of  S&Ls  that  are  projected  to  disappear  if  current  conditions 
continue. 

Minority  S&Ls  have  some  distinct  problems  of  their  own.  In  the  market- 
place we  are  disadvantaged  by  size;  the  disposable  incomes  of  our  depositors 
are  less,  causing  them  to  have  lower  balances  and  more  active  accounts  that 
are  costly  for  us  to  maintain.  Further,  our  size  does  not  allow  us  to  benefit 
fully  from  the  new  investment  powers  recently  granted  to  the  savings  and  loan 
industry.  In  contrast  to  older  S&Ls,  one-half  of  our  member  institutions 
have  not  had  sufficient  time  to  accumulate  adequate  net  worth  and  develop 
at  broad  customer  base.  This  situation  has  been  exacerbated  by  several 
recessions  since  1974  and  current  economic  conditions.  Today,  the  survival 
of  minority  S&Ls  is  seriously  threatened,  since  the  solution  to  low  net  worth 
usually  is  merger  with  a  larger,  stronger,  but  non-minority  institution. 
Over  the  past  year  and  a  half,  7  Arierican  League  members  have  been  merged 
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out  of  existence  because  of  inadequate  net  worth.  Without  some  form  of 
assistance  to  shore  up  the  net  worth  of  the  remaining  associations,  we  can  be 
sure  to  see  many  more  mergers  with  disastrous  consequences  for  minority  S&Ls 
and  the  communities  they  were  chartered  to  serve.  Without  doubt,  their 
loss  will  be  felt  by  their  communities,  as  minority  S&Ls  are  frequently  the 
only  financial  presence  in  inner-city  neighborhoods.  Their  efforts, 
however  small,  have  been  directed  toward  promoting  homeownership  among 
minorities  and  toward  slowing  the  process  of  urban  decay.  For  years  they 
had  been  the  only  consistent  mortgage  lenders  in  "redlined"  inner-city  areas. 
Finally,  these  minority  institutions  have  set  an  example  which  may  convince 
the  younger  generation  of  Blacks,  Hispanics  and  Asian-Americans  that  the 
American  dream  can  work  for  them  too. 

Today,  however,  the  situation  is  sufficiently  serious  to  warrant  concern 
that  the  very  phenomenon  of  minority  savings  and  loan  association  is  facing 
extinction. 

The  St.  Germain  bill  will  help  maintain  the  strength  and  viability  of 
minority  S&Ls,  and  help  us  weather  the  current  economic  storm.  It  is  a  timely 
measure,  for  the  public  confidence  in  the  savings  and  loan  industry  is 
beginning  to  decline.  Articles  with  provocative  titles  such  as,  "How  Safe  Are 
Your  Savings?"  appear  in  the  press  almost  daily,  causing  depositors  to  v/orry 
about  the  viability  of  the  thrift  industry.  The  edifice  of  the  banking 
system,  painstakingly  built  on  the  public  confidence  in  the  aftermath  of  the 
great  runs  on  banks  in  the  early  Thirties,  may  crumble  unless  the  authorities 
evince  strong  commitments  to  back  jp  the  thrift  industry.  The  repercussions 
will  definitely  spread  into  the  banking  industry,  and  the  consequences  for 
the  economy  as  a  whole  will  doubtless  be  serious. 
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Me  support  the  Home  Mortgage  Capital  Stability  Act  because  It  is  a 
timely  remedy  for  the  thrift  industry  as  a  whole.  Moreover,  we  have  a 
particular  desire  to  see  the  bill  pass,  for  the  assistance  is  not  partial 
to  big  associations,  but  is  conmitted  to  save  any  viable  mortgage-lending 
depository  Institution  regardless  of  its  size.  This  would  assure  that  the 
standard  of  fairness  is  maintained  and  would  have  the  added  benefit  of 
preserving  the  separate  Identity  of  the  minority  S&L.  Whether  governmental 
assistance  will  come  in  the  form  of  a  capital  stability  fund,  net  worth 
guarantee,  or  some  combination  of  the  two,  it  will  be  a  long  overdue  measure 
to  relieve  the  burdens  on  our  industry.  Therefore,  the  American  Savings  and 
Loan  League  supports  this  proposal  and  would  urge  its  speedy  enactment. 

I  would  be  pleased  to  respond  to  any  questions  you  might  have. 

Chairman  Gonzalez.  Thank  you,  Mr.  Muse.  And  thank  you,  gen- 
tlemen. We  will  proceed  under  the  5-minute  rule,  even  though  I 
will  try  to  not  utilize  5  minutes  because  we  are  taking  advantage  of 
the  hearings  that  we  announced  at  the  subcommittee  level  on  hous- 
ing to  process  the  hearing  on  the  chairman's  bill,  that  actually 
comes  out  of  his  subcommittee  that  he  chairs  and  has  chaired  for  a 
long  time.  And  I  certainly  am  supportive.  I  cannot  help  but  be. 

On  the  other  hand,  I  must  be  fair  to  myself,  because  it  seems  to 
me  that  the  real  solution  to  this  situation  is  a  lot  more  complex 
than  this  emergency  approach. 

We  reached  this  point,  where  it  is  tragic  and  we  should  be  resort- 
ing to  emergency,  because  usually  when  we  react  in  an  emergency 
we  do  not  react  comprehensively,  too  wisely,  or  too  prudently. 

And  I  hope  that  I  am  wrong,  but  I  do  not  think  that  it  is  differ- 
ent in  this  case.  We  had  in  the  subcommittee,  common  events  cast 
their  shadows  before.  When  we  had  the  original  big  disintermedia- 
tion,  in  the  credit  crunch  of  1966,  subsequent  to  that  period,  we 
had  the  Hunt  Commission,  we  had  defined  studies,  and  then  every- 
one of  those  recommendations,  of  course,  we  could  not  get  agree- 
ment, there  was  no  consensus,  as  you  will  remember. 

Then  I  saw  with  alarm,  what  we  did  2  years  ago,  3  years  ago,  not 
only  in  this  area  of  banking.  But  we  got  into  this  deregulatory 
mania.  I  call  it  a  mania,  because  it  was  like  a  jogging  fad  here.  And 
I  found  myself  very  lonely,  very  lonely,  protesting  in  the  name  of 
deregulation  the  death  knell,  what  was  obvious  to  me,  of  those  that 
were  the  objectives  of  protection  in  the  sense  of  equality  of  strug- 
gle, some  chance  to  get  into  the  ring  and  have  some  kind  of  a  bal- 
anced fight,  actually  being  forgotten. 

And  as  it  has  turned  out,  tragically,  I  think  that  I  was  right. 
Whether  it  was  the  deregulation  of  the  airlines,  which  the  Con- 
gress did  not  directly  affect,  which  was  done  through  administra- 
tive fiat,  but  more  peuticularly  in  the  deregulatory  act  of  the  truck- 
ing industry,  the  railroad  industry,  our  voices  were  drowned  out. 
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The  only  thing  that  we  could  do  was  to  make  a  Congressional 
Record  for  legislative  purposes,  anticipating  that  there  would  be 
some  judicial  contest,  down  the  line. 

When  we  had  the  so-called  Banking  Deregulatory  Act,  the  Bank 
Reform  Act,  and  all,  and  created  what  I  think  that  many  of  you 
are  asking  now,  to  either  modify  or  do  away  with  the  so-called  de- 
regulatory interagency  deregulatory  body.  The  Congress,  in  my 
opinion,  was  shifting  its  responsibility  over  to  them. 

And  the  reason  being,  that  for  my  skepticism,  that  it  looked  as  if, 
what  we  were  doing  indirectly,  was  accomplishing  some  of  those 
aims  and  objectives  that  had  been  recommended — tne  unitary  regu- 
latory in  the  case  of  banking  and  financial  institutions  envisioned 
with  no  decision  as  to  just  now,  these  smaller  members  or  these 
weaker  members  could  be  defended  against  encroachment. 

So  now  we  have  go  mergers,  as  what?  As  an  emei]gency  to  do 
what?  To  bookkeeping  wise,  keep  institutions  alive  which  probably 
would  have  gone  under  or  will  go  under.  The  fundamental  policy  is 
still,  I  think,  staring  us  in  the  face.  I  do  not  see  how  in  the  world 
we  can  really,  really  help.  The  reason  as  I  say  that  I  must  be  sup- 
portive of  this  is  that  vou  do  have  your  housing  tie-in.  But  that  in 
itself  is  what  the  burden  of  recommendation  of  modification  is,  in 
your  presentations. 

What  I  am  trying  to  say,  is  that  I  am  afraid  that  the  only  real 
way  that  the  help  in  time  to  save  whatever  is  savable  now,  would 
be  to  find  a  method  either  through  the  Government  or  through 
some  other  way,  to  just  take  off  your  low-yielding  responsibilities.  I 
do  not  see  how  else  it  is  going  to  be  done.  We  are  just  kidding  our- 
selves. We  have  gone  through  all  of  this  gimmickery  for  1  vear. 

All-savers  certificate,  that  came  to  us  indirectly  through  the  tax 
bill.  Nobody  was  saying  anything  because  I  think  that  even  your 
industry  got  lost  in  the  good  old  American  drecun  that  you  could 
triumph  and  not  realizing  that  you  were  going  to  be  put  in  compe- 
tition with  the  real  giants. 

It  was  like  getting  a  light-weight  to  go  into  the  ring  with  Mu- 
hammad Ali.  You  do  not  have  to  be  a  prophet  to  know  what  is 
going  to  happen.  So  at  this  point  the  only  thmg  that  I  see,  and  I  do 
not  say  this  disrespectfully  of  the  efforts  that  are  being  made,  be- 
cause I  think  that  our  chairman  is  to  be  commended,  that  is  the 
one  last  good  hope. 

But,  I  think  that  we  ought  to  be  honest  with  ourselves,  too.  So, 
actually  it  would  lead  to  a  specific  question  that  I  will  submit  in 
writing  to  the  panel  in  time  for  you  to  perhaps  answer  it  in  the 
transcript  when  you  receive  it. 

And  that  is,  how  we  can  assure  that  even  if  these  thimp  work, 
that  the  lion's  share  of  mortgages  move  aggressively  into  tnis  area 
of  housing. 

I  recognize  Mr.  Stanton,  my  time  has  expired. 

Mr.  Stanton.  Thank  you,  Mr.  Chairman.  Gentlemen,  I  apologize 
for  being  called  out  a  couple  of  times. 

I  have  not  had  an  opportunity,  to  be  truthful,  to  read  all  of  these 
statements  from  all  of  these  institutions.  I  have  read  two  of  them 
last  night,  and  the  other  two  of  them,  I  certainly  will  read.  In  that 
regard,  Mr.  Chairman,  our  minority  staff  has  a  total  of  about  10 
pages  here  of  individual  questions,  divided  up  into  the  different 
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panelists.  I  wonder  if,  for  the  record,  we  could  just  submit  these 
questions  and  then  have  the  participants,  at  their  leisure,  fill  in 
the  answers  that  are  of  concern  to  our  stafiT. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

[The  following  correspondence  containing  additional  questions 
was  sent  to  the  witnesses  and  appears  with  tiie  response  of  the  wit- 
nesses:] 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NiNCTv-ScvcfirrM  Conomcss 

2Ut  ravbunn  House  Orricc  buiuoino 

WASHINGTON.  D.C.    20515 

MAMV  iraM  OARAM.  OHIO 
fm  »«ATTOX.  TUC. 

s;sri,:2::s:«Tic  •  April  e,  1982 

••oacNT  aAWci*.  ml  v. 

MIKC  LOWKY.  WASH. 
CMA«tXa  C.  SCMUMCH.  N.T. 
•AHMCV  rMANIC.  MAW. 
■NX  PAtMAM.  TUC 

lAM  J.  COVNC   PA. 

r  K.  Movcii.  mo. 


Mr.  Jonathan  Lindley 

Executive  Vice  President 

National  Savings  and  Loan  League 

1101  Fifteenth  Street.  N.  W. ,  Suite  400 

Washington,  D.  C.  20005 

Dear  Jonathan: 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subconmi ttee  on  Housing  and  Community 
Development  has  been  received  with  great  interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  if  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  included  in  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 


J.  William  Stanton 
JWS:bfd 
Attachment 
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QUESTIONS  FOR  MR.  COLES: 

1.   ON  PABE  3  YOU  REFER  TO  THE  FACT  THAT  THE  INDUSTRY  AS 
A  WHOLE  HAS  A  NET  WORTH  OF  *27  BILLION.   CHAIRMAN  PRATT  HAS 
TESTIFIED  THAT  IN  THE  THIRD  QUARTER  OF  1981,  THE  SHARE  OF  MORT- 
GAGE LENDING  ACCOUNTED  FOR  BY  SAVINGS  AND  LOAN  ASSOCIATIONS  WAS 
ONLY  8  PERCENT.   (PAGE  9  OF  CHAIRMAN  PRATT'S  STATEMENT.) 

WITH  ALLOWANCE  FOR  SOME  FURTHER  DECREASE,  DOES  THIS 
TOTAL  INDUSTRY  NET  WORTH  NOT  DEFINE  FAIRLY  WELL  THE  EXTENT  TO 
WHICH  THE  INDUSTRY  CAN  PARTICIPATE  IN  HOUSING  FINANCE,  REGARD- 
LESS OF  THE  NUMBER  OF  INSTITUTIONS  WHICH  PARTICIPATE  IN  THE 
INDUSTRY  IN  THE  FUTURE? 

2.   ON  PAGE  5  YOU  STATE,  "WE  ARE,  ...,  PREPARED  TO  ACCEPT 
THE  NOTION  THAT  A  RESTRUCTURING  OF  THE  SYSTEM  AND  A  DEGREE  OF 
CONSOLIDATION  IS  INEVITABLE,  BUT  THE  PROCESS  OF  'NATURAL  SELEC- 
TION' THAT  WOULD  OCCUR  IN  A  STABLE  ECONOMIC  ENVIRONMENT  WILL  NOT 
BE  ACHIEVED  IN  THE  PRESENT  CLIMATE." 

CHAIRMAN  PRATT  HAS  TESTIFIED  THAT,  "SHOULD  FEDERAL  IN- 
TERVENTION OCCUR,  IT  SHOULD  BE  STRUCTURED  IN  SUCH  A  WAY  THAT 
IT  IS  MARKET-DISCIPLINED,  EFFICIENT  TO  ADMINISTER,  AND  DARWINIAN 
IN  IMPACT,  ALLOWING  THE  WEAKEST  MEMBERS  OF  THE  INDUSTRY  TO  GO 
OUT  OF  EXISTENCE,  WHILE  PRESERVING  THE  STRONGER  INSTITUTIONS." 
(PAGE  16  OF  CHAIRMAN  PRATT'S  STATEMENT.) 

IS  IT  NOT  EQUALLY  LIKELY  THAT  THE  NATURAL  SELECTION  PRO- 
CESS COULD  FUNCTION  MORE  EFFICIENTLY  IN  THE  PRESENT  ENVIRONMENT 
THAN  IT  WOULD  AFTER  THE  ADMINISTRATION  OF  A  MASSIVE  ASSISTANCE 
PROGRAM  DESIGNED  TO  FORESTALL  THE  ATTRITION  WHICH  WOULD  OTHER- 
WISE OCCUR? 
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DO  YOU  SEE  ANY  DANGER  THAT  THE  PROVISION  OF  FEDERAL  Ab 
SISTANCE  TO  TROUBLED  INSTITUTIONS,  BY  ENABLING  THESE  INSTITU- 
TIONS TO  CONTINUE  TO  EXIST,  OR  TO  COMPETE  MORE  VIGOROUSLY  THAN 
THEY  WOULD  BE  ABLE  TO  COMPETE  WITHOUT  FEDERAL  ASSISTANCE,  MIGHT 
DAMAGE  RELATIVELY  HEALTHY  INSTITUTIONS  AND  REDUCE  THE  LIKELIHOOD 
THAT  THEY  CAN  SURVIVE  THE  CURRENT  CRISIS?   IN  OTHER  WORDS,  COULD 
EFFORTS  TO  PRESERVE  THE  VAST  MAJORITY  OF  INSTITUTIONS  TODAY  SERVE 
TO  IMPAIR  THE  PROSPECTS  FOR  SURVIVAL  OF  THE  INDUSTRY  AS  A  WHOLE? 

3.  ON  PAGE  7  YOU  STATE,  "THE  BILL  PROVIDES  MINIMAL  RE- 
QUIREMENTS FOR  THE  ELIGIBILITY  OF  INSTITUTIONS  FOR  FINANCIAL 
ASSISTANCE  WITH  A  GREAT  DEAL  OF  DISCRETION  LEFT  TO  THE  REGU- 
LATORS    IN  OTHER  WORDS,  THE  BILL  PUTS  THE  FSLIC  IN  THE 

POSITION  OF  DECIDING  WHO  IS  WORTH  SAVING  AND  WHO  ISN'T." 

DO  YOU  HAVE  ANY  PRACTICAL  SUGGESTIONS  TO  OFFER  WHICH  WOULD 
PROVIDE  OBJECTIVE  STANDARDS  BY  WHICH  THE  AGENCIES  COULD  DETERMINE 

WHO  SHOULD  RECEIVE  ASSISTANCE,  OR  -WHO  IS  WORTH  SAVING  AND  WHO 

'■1 

ISN'T"? 

4.  ON  PAGE  8  YOU  SUGGEST  THAT  THE  27.  NET  WORTH  TEST  IS 
"UNNECESSARILY  RIGID"  AND  THAT  "EARNINGS  STABILIZATION  PAYMENTS" 
SHOULD  BE  EXTENDED  "TO  OTHERWISE  QUALIFIED  INSTITUTIONS  WHOSE  NET 
WORTH  IS  DECLINING  BUT  STILL  ABOVE  27.-" 

WOULD  PROSPECTS  FOR  SUCCESS  OF  THE  PROGRAM  BE  GREATER  IF 
ATTENTION  WERE  CONCENTRATED  ON  SUCH  INSTITUTIONS? 

WHAT  WOULD  BE  THE  EFFECT  ON  THE  COST  OF  THE  PROGRAM  IF 
ASSISTANCE  WERE  EXTENDED  TO  INSTITUTIONS  ABOVE  27.  IN  ADDITION  TO 
THOSE  BELOW  27.  NET  WORTH? 
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5.  ON  PAGE  5  YOU  STATE,  "THE  ADMINISTRATION  AND  THE  CON- 
GRESS BY  THEIR  SILENCE  ALSO  SEEM  TO  IMPLY  THAT  THE  MERGER  SOLU- 
TION IS  COST  FREE.**   THEN,  ON  PAGE  9,  IN  DISCUSSING  H.R.  5568, 
YOU  STATE,  -THE  INITIAL  COST  TO  THE  GOVERNMENT  IS  CONTROLLABLE 
AND,  IN  THE  LONG  RUN,  THE  COST  WILL  BE  ZERO." 

IT  IS  HIGHLY  DOUBTFUL  THAT  ANYONE  TRULY  BELIEVES  THAT  THE 
COST  OF  MERGERS  WILL  BE  ZERO,  BUT  IT  WOULD  SEEM  TO  BE   JUST  AS 
UNREALISTIC  TO  CONTEND  THAT  THE  ULTIMATE  COST  OF  THE  CAPITAL 
INFUSION  AND  EARNINGS  STABILIZATION  PAYMENTS  WILL  BE  ZERO.   ON 
PAGE  10  YOU  STATE  THAT  THE  "TEMPORARY  MORTGAGE  WAREHOUSING  PLAN," 
WILL  "IN  THE  LONG  RUN,  ...  INVOLVE  NO  COST  TO  THE  GOVERNMENT." 
ASSUMING  THAT  THE  PROGRAM  WOULD  INDEED  BE  "TEMPORARY,"  SHOULD 
ANY  ALLOWANCE  BE  MADE  FOR  THE  POSSIBILITY  THAT  SOME  INSTITUTIONS 
WILL  BE  UNABLE  TO  REPAY  THEIR  OBLIGATIONS  TO  THE  TREASURY? 
SHOULD  ANY  ALLOWANCE  BE  MADE  FOR  THE  OPPORTUNITY  COST  OF  FUNDS 
DEDICATED  TO  THIS  PROGRAM? 

HAVE  YOU  MADE  AN  0BJE6flVE  EFFORT  TO  CALCULATE  WHETHER 
IT  REALLY  IS  CHEAPER  TO  PURSUE  AN  ASSISTANCE  PROGRAM  THAN  TO 
MERGE  THE  TROUBLED  INSTITUTIONS  OUT  OF  EXISTENCE? 

6.  ON  PAGE  9  YOU  OBSERVE  THAT  THE  REQUIRED  COMMITMENT  TO 
HOUSING  FINANCE  UNDER  H.R.  5568  "IS  WRITTEN  FAR  TOO  NARROWLY"  AND 
THAT  "HOME  IMPROVEMENT  LOANS,  LOANS  FOR  THE  REHABILITATION  OF 
OLDER  STRUCTURES,  AND  LOANS  FOR  MOBILE  HOMES"  SHOULD  ALSO  BE 
ELIGIBLE. 

WOULD  YOU  ALSO  FAVOR  EXTENDING  ELIGIBILITY  TO  LOANS  ON 
MULTIFAMILY  HOUSING  PROJECTS? 
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7.   ON  PAGE  11  YOU  STATE,  "WE  ARE  VERY  MUCH  AMARE  THAT 
THERE  COULDN'T  BE  A  WORSE  TIME  TO  COME  HERE  AND  ASK  YOU  TO  ENACT 
LEGISLATION  WHICH  ADDS  TO  THE  OVERALL  BUDGET  DEFICIT.   WE  WOULD 
NOT  DO  SO  IF  WE  WERE  CONVINCED  THAT  THERE  WERE  ANY  REASONABLE 
SHORT-TERM  ALTERNATIVES.   IN  OUR  JUDGMENT,  DOING  NOTHING  NOW  ... 
RUNS  THE  RISK  OF  MUCH  MORE  EXPENSIVE,  LESS  CONTROLLABLE  COSTS 
IN  THE  MONTHS  AHEAD.** 

IS  THERE  A  DANGER  THAT  ENACTMENT  OF  A  MASSIVE  ASSISTANCE 
PROGRAM  FOR  THRIFT  INSTITUTIONS  MIGHT  HAVE  AN  ADVERSE  IMPACT 
ON  FINANCIAL  MARKETS,  ESPECIALLY  ON  INTEREST  RATES,  AND  THERE 
FOR  EXACERBATE  THE  PROBLEMS  OF  THE  THRIFT  INDUSTRY? 

WHAT  EVIDENCE  CAN  YOU  OFFER  THAT  THE  PROGRAMS  WHICH  YOU 
PROPOSE  AND  ENDORSE  WOULD  REALLY  BE  CHEAPER  IN  THE  LONG  RUN  THAN 
A  CONTINUED  PROGRAM  OF  ASSISTED  MERGERS? 

Q.   CHAIRMAN  PRATT  HAS  TESTIFIED  THAT,  "WITH  REGARD  TO 
THE  ASSERTION  THAT  RESTRUCTURING  IS  A  POSTPONABLE  'LONG-TERM' 
PROBLEM,  WE  DO  NOT  THINK  THAT  THE  CURRENT  CRISIS  CAN  BE  DEALT 
WITH  IN  ANY  MEANINGFUL  WAY  WITHOUT  RESTRUCTURING.   THRIFTS' 
PROBLEMS  ARE  LARGELY  A  RESULT  OF  THE  FACT  THAT  THEY  HAVE  BEEN 
CONSTRAINED  BY  LAW  AND  REGULATION  TO  OPERATE  IN  A  MANNER  INCON- 
SISTENT WITH  THE  LOGIC  OF  THE  MARKETPLACE-   NO  LASTING  RECOVERY 
FROM  THEIR  PRESENT  PROBLEMS  CAN  OCCUR  WITHOUT  THOSE  CONSTRAINTS 
BEING  LIFTED."   (PAGE  IS  OF  CHAIRMAN  PRATT'S  STATEMENT.) 

WHAT  SPECIFIC  REFORM  MEASURES,  IF  ANY,  WOULD  YOU  SUGGEST 
BE  INCLUDED  IN  LEGISLATION  TO  ASSIST  THE  THRIFT  INDUSTRY,  IN 
ORDER  TO  ASSURE  THAT  SUFFICIENT  RESTRUCTURING  TAKES  PLACE  TO 
PROVIDE  REASONABLE  PROSPECTS  FOR  LASTING  RECOVERY? 
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9.   CHAIRMAN  PRATT  HAS  TESTIFIED,  "THAT  SHALL  COHHERCIAL 
BANKS,  IN  STARK  CONTRAST  TO  THRIFTS,  WHICH  THEY  OFTEN  STRONGLY 
RESEMBLE,  ARE  ABLE  TO  REMAIN  PROFITABLE  IN  THIS  S/OLATILE  INTEREST 
RATE  ENVIRONMENT  IS  SOLELY  TRACEABLE  TO  THE  MULTIPLICITY  OF  IN- 
VESTMENT OPTIONS  OPEN  TO  THE  BANKING  INDUSTRY,  AND  THE  ACCESS  OF 
BANKS  TO  INTEREST-FREE  DEMAND  DEPOSITS.   USE  OF  EVEN  A  RELATIVELY 
MODEST  INCREMENT  OF  COMMERCIAL  LELNDIN6  AUTHORITY  COULD  PROVIDE 
A  SIGNIFIICANT  BUFFER  AGAINST  ADVERSE  CHANGES  IN  THE  ECONOMY.*' 
(PAGE  14  OF  CHAIRMAN  PRATT'S  STATEMENT.) 

WHAT  PRIORITY  DO  YOU  ATTACH  TO  THE  ACQUISITION  OF  COMMER- 
CIAL LENDING  POWERS  AND  TO  THE  POWER  TO  ACCEPT  DEMAND  DEPOSITS 
FROM  COMMERCIAL  CUSTOMERS? 

WOULD  YOU  FAVOR  AUTHORIZATION  FOR  SAVINGS  AND  LOAN  ASSO- 
CIATIONS TO  OFFER  NOW  ACCOUNTS  TO  STATE  AND  LOCAL  GOVERNMENTS,  AS 
PROPOSED  BY  REP.  BILL  GRADISON  IN  H.R.  5414? 


Digitized  by  VjOOQ IC 


876 


National  Savings  and  l-oan  L^agua 

1101  16th  Street  NW 

Washington,  DC  20005 

202  331-0270  Cable:  NATLISA 


Jim  Cousins 

Senior  Vice  President 
For  Governmental  Affairs 


April   19,    1982 


Honorable  J.  William  Stanton 
Committee  on  Banking,  Finance  and 

Urban  Affairs 
2129  RHOB 
Washington,  DC   20515 

Dear  Congressman  Stanton: 

Enclosed  are  our  responses  to  the  questions  submitted 
on  H.R.  5568.  If  we  can  be  of  any  further  assistance 
to  you  or  your  staff,  please  call  on  us  at  any  time. 


Sincerely, 
^^im  Cousins 


:bc 
Enc. 
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1.  If  interest  rates  remain  at  extremely  high  levels  and  if 
the  savings  and  loan  industry  is  not  provided  with  increased 
asset  powers,  our  ability  to  provide  housing  finance  will 

be  limited.   The  situation  today  is  further  complicated  by 
the  number  of  low-yielding  mortgages  in  our  portfolios. 
What  we  need  are  the  tools  to  provide  additional  profit 
centers  in  order  to  keep  our  net  worth  at  levels  that 
will  permit  us  to  continue  in  mortgage  finance.   We  also 
need  the  flexibility  to  compete  with  the  memy  non-regulated 
entities  for  the  savings  dollar.   In  the  future,  flexible 
mortgage  instruments  (which  have  finally  been  authorized) 
will  assist  us  in  continuing  our  mortgage  finance  role. 
Interest  rates,  however,  must  come  down  to  provide  relief 
to  the  thrift  industry  and  to  allow  us  to  be  able  to 
qualify  buyers  for  mortgages  when  funds  are  available. 

2.  We  do  not  believe  that  the  natural  selection  process  can 
function  efficiently  in  the  present  environment.   The 
present  environment  is  not  normal  and  its  effects  do  not 
fall  evenly.   We  would  hope  that  the  assistance  program 
could  be  designed  not  to  save  the  weakest,  but  to  provide 
some  breathing  room  for  the  viable  institutions.   Massive 
consolidation  through  mergers  is  not  necessarily  the  most 
efficient  method  for  resolving  problems  which  plague  the 
industry.   While  some  consolidation  will  be  necessary  and, 
perhaps,  even  desirable,  the  problems  facing  the  thrift 
industry  go  beyond  a  few  weak  institutions.   The  industry, 
as  a  whole,  is  facing  its  present  problems  because  it  did 
what  the  government  mandated.   We  believe  that  the  proposed 
assistance  program  will  provide  a  more  stable  environment 
in  which  to  proceed  with  restructuring  of  the  industry. 

3(b).   We  would  hope  that  the  program  will  be  constructed  in  such 
a  way  as  to  prevent  creation  of  competitive  inequities. 

3.  No.   Today,  without  the  proposed  legislation,  the  FSLIC 
is  essentially  deciding  these  questions.   It  seems  to  me 
that  the  question  of  who  gets  assistance  and  who  doesn't 
is  going  to  have  to  be  made  in  a  case-by-case  manner  after 
review  of  the  individual  institution's  situation. 

4.  We  believe  that  there  is  benefit  to  be  gained  by  providing 
assistance  to  institutions  before  they  reach  the  critical 
stage.   Such  assistemce  should  help  institutions  who  show 
declining  but  not  critical  net  worth  to  stabilize  themselves 
emd  give  them  additional  time  to  solve  problems. 
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Obviously,  the  more  institutions  who  qualify  for  capital 

assistance,  the  more  such  a  progrsun  would  cost.   We  might 

suggest  that  the  Committee  settle  on  a  cap  for  the  prograun 

in  order  to  control  the  cost.   For  exsunple.  Chairman 

St  Germain  has  specified  $7.5  billion  as  an  eunount  for  the 

progreun. 

5.  It  certainly  would  be  feasible  to  provide  some  allowance 
for  the  possiblity  that  some  small  number  of  institutions 
might  not  be  able  to  repay  the  assistance.   However,  if 
interest  rates  come  down  and  we  return  to  a  more  stable 
economy,  we  would  see  no  reason  why  the  vast  majority  of 
institutions  could  not  return  to  profitability  and  repay 
the  assistemce. 

The  current  merger  policies  of  the  FSLIC  and  FDIC  have 
been  costly.   We  are  concerned  about  the  future  ability 
of  the  insurance  agencies  to  effect  mergers  in  some  cases 
and  about  the  contingent  liabilities  being  incurred.   Any 
long-term  policy  which  jeopardizes  the  stability  of  the 
insuremce  funds  could  have  a  tremendous  cost  if  public 
faith  in  the  insurance  funds  is  affected.   In  addition,  if 
the  agencies  are  not  able  to  effectively  continue  to  merge 
troubled  associations  and  if  public  confidence  is  severely 
shaken,  the  repercussions  would  effect  the  entire  system. 

6.  Yes. 


Anything  is  possible.   We  do  not  believe,  however,  that  a 
limited  progreun  would  make  the  current  situation  any  worse 
for  the  thrift  industry.   Housing  and  the  thrift  industry 
have  borne  the  brunt  of  the  efforts  to  control  inflation 
and  to  get  the  economy  under  control,   we  simply  camnot 
wait  any  longer  for  the  program  to  work  if  we  hope  to  be 
around  to  reap  its  benefits. 

We  certainly  agree  that  long-term  restructuring  of  the 
thrift  industry  is  essential  if  we  are  to  compete  effectively 
in  today's  and  tomorrow's  market.   Without  these  changes, 
the  thrifts  will  continue  to  suffer  these  cyclical  problems. 
Specifically,  we  support  the  added  asset  powers  contained 
in  H.R.  4724,  introduced  by  Ranking  Minority  Member  Stanton. 

We  believe  that  commercial  lending  2uid  commercial  checking 
powers  are  a  high  priority  for  thrift  institutions. 

Yes,  we  favor  authority  to  offer  NOW  accounts  to  state  and 
local  governments. 
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Both  of  these  powers  are  necessary  if  we  are  to  be  able 
to  serve  the  full  range  of  needs  in  the  communities  where 
we  are  located. 

10(a).   The  FHLBB  has  been  monitoring,  on  a  regular  basis,  the 
capital  position  of  all  FSLIC-insured  institutions. 
Therefore,  this  provision  is  practical  2uid  workable.   As 
we  indicated  in  our  formal  statement,  we  believe  that  the 
B£uik  Board  should  have  the  discretion  to  use  the  tools 
provided  by  the  bill  for  institutions  before  they  reach 
the  2%  level,  providing  that  other  eligibility  standards 
are  met.   We  believe  that  the  Board  can,  and  would  by 
regulation,  establish  criteria  that  would  protect  the 
legitimate  interests  of  the  government  and  prevent  abuses 
of  the  progrcun.   As  a  practical  matter,  we  can  assume 
that  2uiy  institution  receiving  assistance  would  continue 
to  be  under  close  supervisory  scrutiny  until  the  assistance 
was  repaid. 

(b) .   Given  the  close  supervision  we  assume  for  institutions 
receiving  assistance,  this  provision  is  workable  and 
practical.   Reviewing  lending  practices  is  already  a  normal 
part  of  the  exsunination  and  supervision  process.   We  see 
no  reason,  therefore,  why  this  provision  should  cause  any 
major  problems. 

(c) .   As  we  stated  in  our  testimony,  the  general  purpose  of  this 
provision  is  appropriate  but  the  specifics  of  the  provision 
are  rigid  £uid  would  not  contribute  to  the  overall  objectives 
of  the  program.   As  presently  drafted,  this  provision  would 
require  institutions  to  lend  new  deposits  at  rates  below 
the  cost  of  those  deposits.   In  so  doing,  the  bill  would 
perpetuate  the  earnings  problems  caused  by  holding 
below-market  loans.   In  order  for  this  provision  to  be 
practical  amd  desirable,  the  housing  investment  criteria 
would  have  to  broader.   Also,  the  rate  should  be  two  percent 
above  the  institution's  marginal,  not  average,  cost  of  funds. 

(d)  .   Earnings  losses  would  not  be  subject  to  m2Lnipulation  if,  as 
we  assume,  there  are  FHLBB  regulations  and  close  supervision 
of  assisted  institutions.   The  examination  process  would 
easily  detect  management  decisions  which  might  aggravate 
the  institution's  losses  beyond  that  attributable  to  market 
conditions.   We  believe  that  this  provision  is  highly 
desirable  because  it  c2Ln  be  used  by  the  FHLBB  as  a  positive 
incentive  to  cost-cutting  and  improved  efficiency. 
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1.  Sr  •UMMIK  lU,  CMAmiMN 


U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NlMCTY-SCVCNTH  CONGRCSS 
JOMNJ  LAr*lCS.N.V. 

BAVio  w.  cvANs.  INS.  2I29  iiAvauNf*  House  Orricc  ButLOiNO 

^!^!!^^XC!S!i^J!t^  Washington,  d.c.  20515 

tMRT  MMC  OAKAM.  OMO 
JIM  MArroX.  TCX. 

April  6,  1982 


•  K.  aCMUMCN.  N.V. 
■ANMCV  nUMN.  MAM. 
■NX  PATMAM.  TCX. 


Mr.  Saul  Klaman 

President 

National  Association  of  Mutual  Savings  Banks 

1709  New  York  Avenue,  N.  W. »  Suite  200 

Washington,  0.  C.  20006 

Dear  Saul: 

Your  recent  testimony  on  H.R.  5568,  the  Hofne  Mortgage  Capital 
Stability  Act,  before  the  Subconnlttee  on  Housing  and  Community 
Development  has  been  received  with  great  Interest  and  studied  closely 
by  Minority  Members  and  Comnlttee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  Issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  if  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  Included  In  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 

J.  William  Stanton 
JWSrbfd 
Attachment 
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National  Association  of  Mutual  Savings  Banks 

New  YORK.  NY.  10166 


WASHINGTON  OFFICC 
LOUIS  N.  NEVmS 


SUITE  200 

1700  NEW  YORK  AVENUE,  N.W. 

WASHINGTON.  O.C.  20000 

TIL.  at:  7t>4144 


April  16,   1982 


The  Honorable  J.  William  Stanton 
Committee  on  Banking,  Finemce  and  Urbam  Affairs 
2129  Raybum  Hoiose  Office  Building 
Washington,  D.  C.  20515 

Dear  Mr.  Stanton: 

In  response  to  your  letter  of  April  6  to  Saul  Klaman 
regarding  our  testimony  on  H.R.  5568,  ve  are  pleased  to  submit 
the  attached  responses  to  your  questions  for  inclusion  in  the 
hearing  record.  We  hope  you  will  find  them  helpful. 


Sincerely  yours, 
Louis  H.  Nevins 


E&closure 
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4/16/82 


Response  of 

National  Association  of  Mutual  Savings  Banks 

to  Questions  on  H.R.  3368 


1.  Question;  On  page  3  you  state,  "Failure  to  take  any  action  in 
the  present  crisis  will  itself  result  in  a  drain  on  the  budget,  and  may  be 
far  more  costly  in  the  long-run  than  a  soundly  conceived  program  of  direct 
assistance." 

Have  you  seen  what  you  regard  as  "a  soundly  conceived  program  of 
direct  assistance"?  What  evidence  can  you  present  that  such  a  program  would 
indeed  be  cheaper  than  merging  the  institutions  out  of  existence  with 
federal  assistance? 

Answer :  Our  statement  regarding  the  cost  of  the  present  regulatory 
policies  was  borne  out  by  a  recent  study  by  Wharton  Econometric  Forecasting 
Associates,  a  copy  of  which  is  enclosed.  This  study  considered  a  number  of 
alternative  proposals  for  providing  assistance  to  thrift  institutions  under 
various  economic  scenarios.   The  central  conclusions  of  this  study  are  as 
follows: 

"A  major  finding  of  this  study  is  that  under  all  the 
economic  scenarios. . .far  and  away  the  most  expensive  way  to  deal 
with  problem  thrifts,  short  of  liquidation,  is  to  force  mergers 
for  them.  Under  our  'most  likely'  set  of  assumptions,  regula- 
tory mergers  for  thrifts,  absent  use  of  purchase  accounting, 
would  cost  up  to  $84  billion  over  the  next  three  years.   If 
interest  rates  fall  considerably  in  the  next  two  years,  assisted 
mergers  could  cost  as  much  as  $30.1  billion.   Even  this  lower 
figure  substantially  exceeds  the  expected  reserves  of  the 
federal  deposit  insurers.  Under  the  base  case  assumptions 
assisted  mergers  are  twice  as  expensive  as  the  next  most  costly 
proposal. 

"Mortgage  warehousing  appears  to  be  the  least  costly  alter- 
native out  three  years." 

As  indicated  in  NAMSB's  testimony,  we  strongly  support  the  thrust 
and  purpose  of  H.R.  5568.  We  have  also  indicated  our  concerns  regarding 
certain  details  of  the  proposal. 

We  further  believe  that  the  program  developed  jointly  by  NAMSB  and 
the  United  States  League  of  Savings  Asssoclatlons  represents  a  preferable 
and  ultimately  less  expensive  approach,  as  compared  with  the  present  regu- 
latory policy  of  forced  mergers,  in  addressing  the  thrift  Industry  problem. 
This  program  has  two  basic  elements:   (1)  capital  infusion  and  (2)  earnings 
assistance  through  warehousing  of  low-yield  mortgage  loans. 
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The  purpose  of  the  capital  infusion  plan  is  to  restore  and  maintain 
net  worth  of  1-1/2  per  cent  of  assets  through  the  use  of  federal  guarantees, 
but  without  any  immediate  Treasury  outlay.   The  plan  Incorporates  the 
instrument  used  by  the  Federal  Home  Loan  Bank  Board  in  connection  with 
recent  mergers.   The  mechanism  would  be  an  exchange  of  obligations  between 
the  institution  and  a  federal  agency.  Any  institution  with  net  worth  below 
1-1/2  per  cent  of  assets  would  be  able  to  issue  income  capital  certificates, 
which  count  as  net  worth,  and  receive  in  return  a  promissory  note  guaranteed 
by  the  federal  government.   The  Income  capital  certificate  and  federally- 
guaranteed  notes  would  be  retired  as  the  institution  is  restored  to 
profitability.   Only  In  the  event  that  the  institution  Is  liquidated  would 
the  federal  guarantee  be  triggered  or  any  outlay  by  the  Treasury  be 
required. 

Clearly,  the  Intent  is  to  provide  a  back-up  to  the  federal  deposit 
Insurance  funds  and  to  buy  time  for  individual  institutions  until  an 
Improvement  in  earnings  can  be  effected. 

The  capital  infusion  plan  is  broadly  parallel  to  H.R.  5568, 
introduced  by  Chairman  Fernand  J.  St  Germain  of  the  House  Banking,  Finance 
and  Urban  Affairs  Committee,  except  that  no  cash  outlays  would  be  required. 
In  this  regard.  Chairman  St  Germain  has  more  recently  suggested  that  net 
worth  guarantees,  rather  than  cash,  be  used  to  bolster  capital  positions. 

The  second  element  of  the  NAMSB-U.S.  League  program  would  directly 
address  the  earnings  problem.  All  depository  institutions  with  at  least  20 
per  cent  of  their  assets  in  fixed-rate  residential  mortgages  or  mortgage- 
backed  securities  would  be  eligible  to  participate.  Eligible  depository 
institutions  would  exchange  at  par  low-rate  mortgages  (those  with  rates 
below  9  per  cent)  for  variable-rate  federal  agency  debentures  Indexed  to 
30-month  Treasury  yields. 

The  institution  would  receive  a  supplement  to  its  earnings  equal  to 
one-half  of  the  difference  between  the  rate  on  exchanged  mortgages  and  the 
30-month  Treasury  rate.   The  amount  of  the  earnings  supplement,  however, 
would  decline  as  mortgage  repayments  are  used  to  reduce  outstanding 
debentures.   It  would  decline  further  if  Interest  rates  decline  and  would  be 
suspended  if  30-month  Treasury  rates  drop  10  per  cent.  After  three  years, 
all  exchanged  mortgages  still  outstanding  would  have  to  be  taken  back  by  the 
institution  and  all  remaining  agency  debentures  would  be  retired. 

Unlike  the  capital  infusion  plan,  the  mortgage  exchange  program 
would  require  budgetary  outlays.   The  cost  to  the  government,  however,  would 
be  limited  to  the  interest  supplement  and  would  be  far  less  than  the  direct 
and  indirect  costs  resulting  from  failure  to  address  the  mounting  thrift 
institution  problem.   The  first-year  costs  are  an  estimated  $7.5  billion. 
Costs  in  later  years  would  decline,  as  noted  earlier,  as  exchanged  mortgages 
are  repaid  and  would  be  reduced  further  if  interest  rates  decline. 

Variations  in  the  details  of  the  proposals  would,  of  course,  alter 
these  costs  estimates.  Based  on  the  Wharton  Study,  however,  it  seems  clear 
that  the  present  forced  merger  policy  would  be  more  expensive. 
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2.  Question;   On  page  8  you  state,  "In  administering  the  program, 
...,  FDIC  and  FSLIC  should  be  required  to  use  parallel  standards  so  that 
savings  banks  and  savings  and  loan  associations  in  similar  circumstances 
will  be  treated  similarly." 

Based  upon  your  experience,  is  it  reasonable  to  expect  that  the 
agencies  will  be  able  to  administer  parallel  standards?  What  standards 
would  you  suggest  be  applied? 

Answer:   The  problems  faced  by  savings  and  loan  associations  and 
savings  banks  have  the  same  root  causes:   national  housing  policies  which 
for  decades  required  or  encouraged  thrift  institutions  to  invest  heavily  in 
long-term,  fixed-rate  mortgages;  the  failure  of  federal  economic  policy  to 
bring  interest  rates  down;  and  premature  deposit  deregulation  by  the 
Depository  Institutions  Deregulation  Committee.   Since  the  problems  are 
similar,  similar  solutions  are  in  order.  We  know  of  no  valid  reason  why, 
for  example,  a  savings  bank  should  be  merged  out  of  existence  if  its  net 
worth  ratio  reaches  1  or  2  per  cent,  while  the  same  fate  might  befall  a 
savings  and  loan  association  only  at  zero  net  worth.   It  is  our  impression 
that  differences  in  the  practices  of  FSLIC  and  FDIC  result  partly  from 
differences  in  the  number  of  institutions  that  must  be  addressed  and  the 
relative  size  of  the  two  insurance  funds.   Another  obvious  difference  is 
the  two  Corporations  are  dealing  with  very  different  statutory  language. 
Providing  for  capital  infusion  would  effectively  backstop  the  two  insurance 
funds  and  eliminate  a  major  reason  for  differences  in  regulatory  polices. 

A  capital  infusion  program  that  sets  a  minimum  net  worth  level , 
such  as  2Z  of  assets  for  both  savings  and  loan  associations  and  savings 
banks,  should  include  a  provision  which  would  insure  that  FSLIC  and  FDIC 
administer  the  program  in  a  similar  manner  in  line  with  the  Congressional 
intent.  One  way  of  ensuring  this  result  would  be  a  requirement  that  capital 
assistance  would  be  available  to  any  institution  unless  FDIC  or  FSLIC 
obtains  a  court  order  showing  cause  that  the  institution  should  be  denied 
capital  infusion. 

It  should  also  be  noted  that  the  House  of  Representatives  has 
already  sought  to  address  the  issue  of  parallel  treatment  in  H.R.  4603. 
This  House-passed  measure  provides  for  parity  between  FSLIC  and  FDIC  in 
assisting  troubled  thrift  institutions. 

3.  Question:   On  page  8  you  suggest,  "Language  should  also  be 
added  to  make  unmistakably  clear  that  capital  certificates  Issued  by 
assisted  Institutions  will  be  treated  as  net  worth  for  accounting  purposes." 

What  basis  does  this  or  any  other  Congressional  Committee  have  to 
Impose  such  a  judgment  upon  the  Independent  accounting  profession? 

Answer :   The  Intent  of  our  recommendation  ls"merely  to  ensure  that 
a  capital  infusion  program,  once  It  is  adopted,  be  "administered  in  line  with 
the  Congressional  intent.   If  the  program  is  to  be  effective,  regulators 
must  treat  capital  certificates  as  net  worth,  eligible  to  satisfy  any 
regulatory  net  worth  requirement.   Such  a  provision  would  Impose  no  judgment 
or  requirement  on  the  Independent  accounting  profession. 
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4,  Question;  With  respect  to  each  of  the  follotrlng  provisions  of 
H.R.  3368«  please  answer  the  following  general  questions: 

1.  How  %iould  the  provision  %iork  in  practice? 

2.  Would  you  describe  the  provision  as  "desirable"? 

3.  Would  you  describe  the  provision  as  "workable"? 

4.  What  suggestions  would  you  offer  to  amend  the  provision? 

a.  The  capital  infusion  program  designed  to  aatntain  the  net  worth  of 
individual  inBtlT:utlQn&  at  21*   How  instiy  Inst Itutlond  Cnumber  and 
total  assets)  do  you  estiitate  woold  qualify  for  the  program  today? 
Do  you  believe  the  supervisory  agenc  es  can  determine  eligibility 
with   reasonable  ceriiainty  and  fairness?   Should  llnttatlons  be 
placed  upon  ibe  prerogatives  of  management,  to  ensure  that  the 
federal  interest  is  protected  and  to  create  a  disincentive  for 
institutions  to  apply  for  assistance? 

b.  The  reporting  _and^  lending  practice  requirements*  What  is  meant  by 
lending  practices?   Would  the  need  to  administer  this  provision 
place  an  undue  burden  on  the  already  strained  resources  of  agencies 
and  of  depository  institutions? 

c.  The  requirement  that  not  less  than  50t  of  annual  net  new  deposits  be 
Invested  in  single-family  mortgages  forjElrsti-tiiae  hqnie b u y e r s  who 
would  pay  IZ  above  the  institution' e  coat  of  funJs/  Is  It       " 
anticipated  that  there  will  be  any  "net  new  deposits"  at  all?   Hov 
many  individuals  vould  qualify  as  first -time  homebuyers   and  how 
would  institutions  allocate  limited  funds  among  numerous  applicants? 

d.  The  provision  for  qua^rterly  "earn Injg^s  stabilization  payments,"   Is 
It  sound  public  policy  to  provide  "earnings  stabilisation   insurance 
to  depository  institutions?   Are  the  figures  for  "earnings  losses" 
subject  to  undue  manipulation  by  the  institutions?   How  would  the 
agencies  determine  that  payments  may  continue  and  make  the  required 
certification  "that  the  continued  earnings  losses  involved  are 
caused  by  general  market  conditions  and  not  by  the  actions  of  such 
qualified  insured  institution"? 

Answer; 

a.   Based  on  the  most  recently  available  data,  few,  if  any,  savings 
banks  would  qualify  today.   Given  present  net  worth  levels  and 
operating  loss  rates,  however,  increasing  numbers  will  fall  below 
the  2  per  cent  level  in  the  period  ahead.   Assuming  continued  high 
interes   rates,  savings  banks  representing  one-fourth  to  one-third 
of  savings  h^nk  assets  will  become  eligible  by  the  end  of  1983.   As 
noted  earlier,  we  strongly  support  the  thrust  of  H.R.  3368.  We 
believe  that  supervisory  agencies  could  determine  eligibility  in  an 
appropriate  manner.   Similar  judgments  are  being  made  now  in 
connection  with  forced  mergers. 
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We  see  no  need  for  special  limitations  on  management  or 
disincentives,  other  than  those  arising  from  the  proposed  reporting 
requirements,  the  fact  that  after  two  years  no  further  assistance 
will  be  forthcoming  unless  the  regulators  certify  that  continued 
earnings  losses  are  due  to  general  market  conditions  rather  than 
actions  of  the  institutions,  and  the  requirement  that  assistance 
must  be  repaid  with  interest  to  the  extent  of  50  per  cent  of  net 
income,  when  net  worth  reaches  3  per  cent  or  in  3  years,  whichever 
is  sooner.  Our  main  recommendation,  as  indicated  in  our  statement, 
is  that  capital  assistance  be  accomplished  through  federal 
guarantees  and  that  cash  outlays  be  reserved  for  earnings 
assistance.   Furthermore,  H.R.  3368  already  provides  that,  in  order 
to  obtain  capital  assistance,  an  institution  must  demonstrate  to  the 
agency  a  need  for  such  assistance  and  must  have  reasonable  prospects 
for  long-term  viability. 

These  requirements  give  the  agencies  sufficient  latitude  to  protect 
the  federal  interest ,  monitor  the  performance  of  management  and 
create  disincentives  for  institutions  to  apply  for  assistance. 

NAMSB  would  support  reasonable  reporting  requirements  in  the 
administration  of  H.R.  3368.  Any  burdens  that  these  requirements 
would  place  on  the  agencies  and  depository  institutions  are  lilcely 
to  be  much  less  severe  than  those  already  being  borne  as  a  result  of 
the  headlong  pace  of  forced  mergers.   Capital  infusion  would  slow 
down  the  pace  of  forced  mergers  and  thereby  ease  burdens  on  the 
agencies.  The  reference  in  H.R.  5568  to  "lending  practices"  is  not 
further  defined.   If  it  intended  to  prevent  unsound  lending  activity 
by  assisted  institutions,  NAMSB  would  have  no  objection. 

As  long  as  interest  rates  remain  high,  there  will  be  no  net  new 
deposits  at  many  eligible  institutions.   To  the  extent  that  there 
are  net  new  deposits,  however,  the  requirement  would  tend  to 
perpetuate  large-scale  low-yield  mortgage  holdings  and  earnings 
losses,  which  are  at  the  heart  of  the  thrift  institution  problem. 
As  indicated  in  our  statement,  a  preferable  way  of  assisting  housing 
would  be  to  provide  for  a  temporary  "buy-down"  to  reduce  interest 
costs  to  home  buyers.  This  would  bring  mortgage  interest  costs 
within  the  reach  of  many  home  buyers  who  are  now  priced  out  of  the 
market.   It  would  be  applicable  to  both  new  and  existing  properties 
and  would  maximize  the  potential  for  expanding  the  supply  of 
mortgage  funds  since  all  lenders  would  be  eligible,  regardless  of 
whether  they  receive  capital  assistance. 

"Earnings  stabilization  payments"  are  merely  the  mechanism  through 
which  capital  infusion  is  to  be  provided.   Without  such  a  provision, 
net  worth  positions  would  continue  to  deteriorate  due  to  earnings 
losses  in  a  high  interest  rate  climate.   The "regulators,  in  our 
judgment,  should  have  no  difficulty  preventing  manipulation  of 
earnings  figures.  The  required  certification  necessitates  judgments 
on  the  part  of  the  regulators.   Similar  judgments,  however,  are 
being  made  at  the  present  time  in  connection  with  forced  mergers. 
In  general,  all  or  most  of  the  potential  problems  of  administration 
cited  in  this  question  are  already  present  in  aggravated  form  in  the 
present  policy  of  forced  mergers.   The  regulators  must  now  make 
judgments  regarding  management,  the  accuracy  of  earnings  and  other 
data,  the  prospects  for  survival  of  individual  institutions,  the 
policies  of  institutions  operating  with  assistance,  the  causes  of 
continued  earnings  losses  and  whether  these  loses  are  due  to  general 
market  factors  or  the  actions  of  individual  institutions.  Under  the 
present  policy,  these  judgments  will  be  increasingly  made  "under  the 
gun"  as  the  pace  of  mergers  accelerates.   By  slowing  down  forced 
mergers,  a  capital  infusion  program  will  permit  the  agencies  to  make 
■ore  reasoned  judgment  regarding  all  these  matters. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING.  HNANCE  AND  URBAN  AFFAIRS 

NiNCTV'SCVCNTM  COMGNCS* 

tl2»  Ravbumn  House  Omcc  Builomo 
WASHINGTON.  D.C    20515 

April  6,  1982 


Mr.  Arthur  Edgeworth 
U.  S.  League  of  Savings  Associations 
1709  New  York  Avenue,  N.  W. ,  SuiU  801 
Washington,  D.  C.  20006 

Dear  Arthur: 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subcommittee  on  Housing  and  Community 
Development  has  been  received  with  great  interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  Issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  if  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  included  in  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely. 


J.  William  Stanton 
JWS:bfd 
Attachment 
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Submitted  in  response  to  Congressman  Stanton's  request 
for  ldditional^elt?Sns  and  ansSers  regarding  Roy  Green's 
appearance  before  the  House  Housing  Subcommittee. 

Questions  for  Mr.  Green: 

!•   On  page  3  you  state  that  to  liquidate  as  many 
institutions  as  you  suggest  may  fail  "would  cost  the  Federal 
Government  roughly  $90  billion  •  •  •  •"  On  page  11  you  state 
that  under  the  "net  worth  guarantee  program,"  ...  "a  cost  to 
the  Government,  if  any,  would  arise  only  in  the  event  of 
liquidation  of  the  instiution.  •  .  .* Though  a  contingent 
liability  is  present,  there  is  no  immediate  Federal  outlay." 

Have  you  made  any  allowance  for  the  possibility  that 
institutions  will  not  be  able  to  repay  the  funds  or  for  the 
opportunity  costs  involved  in  advancing  the  funds,  or  for  the 
possibility  that  outlays  in  future  years  might  be  unacceptably 
high? 


1.   The  possibility  clearly  exists  that  some  institutions 
may  not  be  able  to  repay  all  of  the  income  capital  certificates 
(ICCs)  which  they  have  issued.   That  contingency  is  the  more 
likely  to  arise  the  higher  the  average  level  of  interest  rates 
over  the  coming  years.   It  should  be  noted,  however,  that  such 
a  contingency  as  regards  ICCs  should  be  compared  against  the 
cost  of  the  sliding-scale  financial  assistance  offered  by  the 
FSLIC  to  facilitate  merger  solutions  of  problem  cases.   The 
ultimate  option  of  merger  always  remains  and,  presuming 
rationality  on  the  part  of  bidders  for  weak  institutions, 
assistance  for  deferred  merger  solutions  will  not  be  more  than 
for  immediate  action.   Only  if  rates  go  higher  is  there  any 
cost  in  delay. 
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The  general  presumption  is,  however,  that  rates  will  trend 
down.   It  should  be  noted  that  since  no  real  cash  resources 
will  initially  be  involved,  the  question  of  opportunity  cost 
does  not  arise.  Conversely,  should  a  payment  o£  rea4  Federal 
resources  eventually  be  involved  for  an  institution,  much  the 
same  outlay  would  have  been  necessary  under  a  financial 
assistance  agreement.   Any  approach  will  involve  inordinately 
high  outlays  in  future  years  unless  rates  recede  from  present 
levels. 


2.  On  page  7  you  state,  "The  accumulated  damage  to  date 
demands  some  assistance  mechanisms  right  now.   If  they  are  not 
forthcoming,  housing  and  the  nation  will  risk  the  disappearance 
of  a  great  and  dependable  mortgage  credit  resource." 

Chairman  Pratt  has  testified  that  in  the  third  quarter  of 
1981,  the  share  of  mortgage  lending  accounted  for  by- savings 
and  loan  associations  was  only  8  percent.  Given  the  current 
net  worth  and  deposit  situation  in  the  industry,  can  you 
present  evidence  that  the  preservation  of  the  troubled 
institutions  will  actually  affect  the  aggregate  availability  of 
mortgage  money  in  the  future?   (Page  9  of  Chairman  Pratt's 
statement.) 


2.  Chairman  Pratt  is  correct  in  citing  the  downturn  in 
mortgage  lending  activity  during  the  third  quarter  of  1981. 
However,  it  should  be  noted  that  the  third  quarter  was  also  the 
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period  of  the  year  during  which  savings  and  loan  associations 
experienced  their  most  severe  outflows  of  deposits  and  a 
dramatic  increase  in  savings  costs  (thanks  to  a  hike  in  market 
rates  and  the  ill-considered  decision  by  the  Depositary 
Institutions  Dergulation  Committee  to  raise  a  12%  rate  ceiling 
on  30-month  Small  Saver  Accounts) • 

Taking  a  broader  perspective  •  .  •  the  entire  year  of  1981 
•  •  •  the  continued  commitment  of  savings  and  loan  associations 
to  residential  mortgage  finance  is  readily  apparent: 

f-   S&Ls  originated  $42  billion,  or  43%  of  all  long-term 
mortgages  on  one-  to  four -family  homes;  commercial 
banks  originated  21%; 
f-   S&Ls  originated  $10.3  billion  or  43%  of  all 

construction  loans  on  one-  to  four-family  homes;  here, 
commercial  bank  involvement  was  greater,  45%; 
f-   S&Ls  originated  $17.2  billion  of  all  mortgage  loans  on 
newly-constructed  homes,  or  47%  of  this  activity; 
commercial  banks,  17%. 
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And,  savings  and  loan  associations  remain  conmitted  to 

housing  in  the  futurre: 

«-   At  the  end  o£  1981,  S&Ls  held  $13.3  billion,  or  56%  of 

all  conmitments  to  make  long-term  home  morgages; 

commercial  banks  held  11%; 

f-   And,  at  the  end  o£  last  year,  S&Ls  held  $6.0  billion 

in  commitments  to  make  construction  loans,  or  57%; 

commercial  banks,  had  31%  of  the  outstanding 

commitments  for  construction  loans. 

Thus,  we  repeat  the  assertion  of  page  7  of  our  statement: 

"Housing  and  the  nation  will  risk  the  disappearance  of  a  great 

and  dependable  mortgage  credit  resource"  (if  S&Ls  fail  or 

disappear. ) 

3.   On  page  8  you  refer  to  the  three-part  proposal  which 
the  U.S.  League  and  the  savings  banks  have  advanced: 
"Short-term  portfolio  assistance,  short-term  capital 
maintenance,  and  short-term  homebuyer  assistance." 

Would  you  provide  your  cost  estimates  for  each  of  these 
programs  and  your  basis  for  these  estimates? 


3.   The  costs  of  each  element  of  the  program  can  be 
estimated  with  varying  degrees  of  accuracy.   As  noted  in  answer 
1,  the  ultimate  cost  of  ICCs  will  depend  on  interest  rates  and 
also  on  the  acquisition  of  new  asset  powers  to  reduce  earnings 
volatility.   No  significant  costs  arise  in  this  part  of  the 
program  beyond  those  of  other  solution  techniques. 
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The  portfolio  assistance  element  is  easily  costed. 
Essentially,  all  S&Ls  and  MSBs  would  qualify  under  the 
20%-of -assets  test  plus  approximately  550  commercial  banks. 
Total  loans  eligible  (coupons  under  9%)  would  be  appi^oximately 
$250  billion.  The  average  rate  on  these  loans  is  8%.   If  the 
Treasury  30-month  rate  is  14%,  the  rate  supplement  would  be  3%, 

m 

for  a  total  annual  cost  of  $7.5  billion. 

The  loan  buydown  cost  is  equally  simple  to  estimate.  A 
Treasury  subsidy  of  3%  per  loan  with  an  appropriations  cap  of 
$2.5  billion  for  the  first  year  would  be  fully  taken  down  given 
the  strong,  underlying  demographics  and  housing  demand. 
Borrower  eligibility  guidelines  would  also  be  necessary  to 
allocate  such  loans  equitably. 


4.   On  page  11  you  state,  "The  first  two  elements  of  the 
assistance  package  we  propose  utilize  an  autonomous  Government 
agency,  rather  than  existing  supervisory  agencies." 

Do  you  really  expect  Congress  to  be  receptive  to  the 
creation  of  still  another  agency  to  supervise  depository 
institutions? 


4.   There  is  little  question  that  the  human  resources  of 
the  Federal  Savings  and  Loan  Insurance  Corporation 
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and  the  0£flce  of  Examinations  and  Supervision  of  the  Federal 
Home  Loan  Bank  Board  are  severely  taxed  today,  given  the  rapid 
deterioration  in  the  financial  health  of  the  savings  and  loan 
business.   As  FHLBB  Chairman  Pratt  and  FSLIC  Director  Beesley 
have  stated  repeatedly,  their  primary  responsibility  is  the 
stewardship  of  the  FSLIC  Fund  and  its  obligation  to  protect  the 
interests  of  depositors.  Thus,  a  new  Federal  program  aimed  at 
preserving  the  institutional  framework  must  be  considered  an 
"additional  assignment"  for  an  already  overworked  agency. 

We  appreciate  that  the  Congress  is  not  anxious  to  expand 
the  Federal  bureaucracy.  The  agency  we  recommend  might  be 
skeletal  in  size.   Its  payroll  and  expenses  would  be  sustained 
by  subscription  fees  from  participating  depositories  —  not  by 
the  taxpayer.   It  might  resemble  a  Federal  instrumentality  like 
the  Government  National  Mortgage  Association  —  which  operates 
an  extensive  secondary  market  with  a  handful  of  employyes. 
(H.R.  5578  itself  appears  to  call  upon  the  Treasury  to 
establish  a  subunit  to  administer  a  Home  Mortgage  Capital 
Stability  Fund.) 

If  the  Congress  wishes  to  assign  the  Administration  of 
capital  assistance  for  thrift  institutions  to  the  existing 
Federal  regulatory  agencies,  we  would  recommend  that  clear-cut 
statutory  instructions  be  provided  for  the  guidance  of  the 
regulatory  officials  in  performing  this  new  assignment. 
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These. instructions  should  assure  that  institutions  which  find 
themselves  with  deteriorating  capital  positions  because  o£ 
interest  rate  trends  and  market  forces  —  and  through  no 
malfeasance  of  their  own  —  are  cleatly  eligible  for^aid. 


5.   You  go  on  to  point  out  that  "The  FSLIC  and  FDIC's 
primary  orientation  is  protection  of  depositors,  not 
preservation  of  institutions." 

Chairman  Pratt  has  testified  that,  "Should  Federal 
intervention  occur,  it  should  be  structured  in  such  a  way  that 
it  is  market-disciplined,  efficient  to  administer,  and 
Darwinian  in  impact,  allowing  the  weakest  members  of  the 
industry  to  go  out  of  existence,  while  preserving  the  stronger 
institutions."   (Page  16  of  Chairman  Pratt's  statement.) 

Chairman  Isaac  has  testified  tht,  "Our  first  tenet  is  that 
the  assistance  should  be  available  only  on  a  selective  basis. 
Inept  management  should  not  be  subsidized  with  funds  intended 
to  provide  temporary  relief  to  victims  of  unexpected  and 
unprecedented  economic  conditions."   (Page  3  of  Chairman 
Isaac's  statement.) 

Do  you  believe  that  it  is  practical,  or  desirable,  to 
preserve  institutions  for  their  own  sake?   If  they  are  to  be 
preserved  for  the  sake  of  housing  finance,  what  evidence  is 
there  that  their  participation  will  be  greater,  with  a  given 
amount  of  capital  and  liquidity  in  the  indstury,  with  more, 
rather  than  with  fewer  institutions,  and  that  the  additional 
return,  if  any,  is  worth  the  cost  to  achieve  it? 
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5.  While,  in  isolated  cases,  the  hostile  economic 
environment  may  have  identified  and  disposed  of  "the  weakest 
members  of  the  industry",  many  soundly-managed  and  community 
oriented  institutions  have  been  victimized  by  forces  beyond 
their  control.   The  principles  espoused  by  Chairmen  Pratt  and 
Isaac  have  been  overwhelmed  by  a  prolonged  interest  rate  seige 
of  extraordinary  heights  and  volatility  —  virtually 
unprecedented  in  our  nation's  modern  history.   In  1981,  329 
FSLIC-insured  S&Ls  disappeared;  thus  far  in  1982,  another  102. 
Many  observers  are  now  saying:   "we've  gone  beyond  the  fat  and 
are  now  in  the  muscle." 

In  pursuit  of  the  Darwinian  theory,  one  practice  in 
particular  is  objectionable.   Candidates  for  supervisory 
assistance  (as  now  available)  must  agree  in  advance  to  a  merger 
resolution  to  be  exercised  by  the  regulatory  officials  when  and 
if  they  choose  a  partner.   There  is  little  question  that  such  a 
precondition  to  assistance  is  demoralizing  to  management  and 
may,  in  fact,  be  counterproductive  as  it  discourages  efforts  to 
arrest  financial  deterioration  of  companies. 

We  remain  strong  advocates  of  the  unique  diversity  of  the 
American  financial  community,  with  its  specialized 
intermediaries  such  as  savings  and  loan  associations,  mortgage 
bankers,  credit  unions,  insurance  companies,  brokerage  houses, 
and  so  forth.   Invariably,  efforts  to  simplify  the  financial 
structure  through  amalgamation  and  consolidation  pay  some  price 
in  terms  of  hometown  and  neighborhood  service.   This  is  obvious, 
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for  example,  in  the  departure  o£  deposits  from  banks  and  S&Ls 
for  money  market  mutual  fund  investments,  and  the  resulting 
squeeze  on  credit  availability  in  towns  and  communities  across 
America. 


6.   On  page  12  you  state  that  with  an  expenditure  of  $7.5 
billion,  $5  billion  of  which  would  be  Government  funds,  it 
would  be  possible  to  "stimulate  up  to  $83.5  billion  in  home 
mortgage  lending  in  the  coming  year  •  •  •  •"  This  ratio  of 
16:1  would  appear  to  be  attractive  until  compared  with  ratios 
achieved  by  the  secondary  market  instrumentalities.   The 
Federal  Home  Loan  Mortgage  Corporation  (FHLMC) ,  for  example, 
can  finance  as  much  as  $50  in  mortgages  for  each  dollar  of 
capital. 

To  what  extent  do  the  results  which  you  project  depend  on 
use  of  the  secondary  market  by  thrift  institutions  to  generate 
the  liquidity  needed  to  finance  new  mortgages?  Might  it  make 
sense,  therefore,  to  use  the  more  efficient  secondary  market 
mechanisms  directly,  rather  than  through  the  thrift 
institutions? 


6.   Leverage  in  the  marketplace  should  be  viewed 
differently  for  market>rate  versus  subsidized  loans.   The 
capitalization  of  FHLMC  is  designed  to  sustain  its  loan 
inventory  as  work-in-progress  for  its  PC  program.   However, 
increasing  such  capitalization  and  the  carrying  capacity  of 
FHLMC  would  not,  by  itself,  stimulate  the  primary  market 
activity  needed  for  the  secondary  market  to  function  at  higher 
levels. 

To  some  extent,  the  secondary  market  would  be  needed  to 
supply  liquidity  for  the  suggested  subsidized  loan  program. 
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This  need  would  depend  on  savings  flows  (and,  thus,  on  the 
DIDC)  and  also  on  the  voluae  of  hoaes  with  existing  financing 
which  are  in  the  program.   The  net  additional  financing  is  far 
less  for  a  property  on  whic^  an  existing  loan  is  beiAg  repaid. 

Access  to  the  secondary  aarket  for  any  housing  assistance 
program  must  flow  through  primary  lenders  unless  the  Federal 
Government  decides  to  fund  the  entire  loan  rather  than  a 
partial  rate  subsidy. 

7.   On  page  13  you  call  for  "Existing  Federal  agencies  (to) 
administer  the  assistance  and  determine  whether  an  institution 
demonstrates  a  need  for  such  assistance  and  has  reasonable 
prospects  for  long-term  aviability." 

How  would  you  expect  the  agencies  to  make  this 
determination?  Can  you  suggest  an  amendment  that  would  provide 
more  objective  standards  for  the  agencies  to  use? 


7.   This  question  is  apparently  taken  out  of  context.   The 
U.S.  League  does  not  "call  for"  the  existing  agencies  to 
administer  the  assistance  and  determine  the  "reasonable 
prospects  for  long-term  viability".   Rather,  we  recommend  a  new 
skeletal  agency  (see  answer  to  question  #4)  and,  as  noted  in  a 
later  paragraph,  we  agree  that  the  determination  mentioned  is  a 
difficult  subjective  judgment.   We  would  prefer  to  see  capital 
assistance  available  temporarily  to  cover  operating  losses  at 
institutions  falling  below  the  2%  net  worth  standard  —  to 
bridge  the  gap  until  some  economic  normalcy  can  be  restored. 
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An  amendment  setting  forth  some  direction  to  the  agencies 

might  read  as  follows: 

"The  financial  regulatory  agencies  may  refuse  to  accept  the 
issuance  of  income  capital  certificates  authorized  herein 
only  upon  a  finding  that  such  issuance,  with  respect  to  an 
individual  thrift  institution,  has  been  necessitated  by 
factors  other  than  the  high  level  of  interest  rates.   The 
financial  regulatory  agencies  may  require  an  institution, 
as  a  condition  of  issuing  income  capital  certificates,  to 
*•  agree  to  reasonable  regulatory  restrictions  on  its 

operations  designed  to  maintain  the  institution's  current 
financial  condition,  and  which  would  have  material  impact 
on  the  institution's  financial  condition;  provided, 
however,  that  such  conditions  may  not  include  a  requirement 
that  the  institution  consent,  in  connection  with  the 
issuance  of  the  income  capital  certificates,  to  a  merger  of 
the  institution  with  another  institution," 


8.   On  page  24  you  state,  "Maintaining  capital  adequacy  is 

vital,  too Existing  regulatory  concepts  —  such  as 

the  FHLBB's  Income  Capital  Certificates  --  may  be  adapted  to 
sustain  capital  at  some  positive  level  for  all  thrift 
institutions. " 

As  you  know,  the  ICC's  and  the  other  recent  accounting 
policies  of  the  Bank  Board  have  been  highly  controversial 
within  the  accounting  profession.   Would  the  capital  infusions 
to  be  provided  under  H.R.  5568  be  treated  as  'capital'  by 
independent  auditors,  and  what  would  be  the  consequences  if 
they  were  not  so  treated? 


8.   The  ICC  structure  was  designed  as  a  hybrid  security  to 
qualify  as  equity  under  Generally-Accepted  Accounting 
Principles.   Since  H.R.  5568  builds  on  that  foundation  no 
further  problems  should  arise.   In  general,  however,  there  is 
no  need  for  perfect  conformity  between  Regulatory  Accounting 
Principles  and  GAAP.   Both  systems  continually  involve  bringing 
their  elements  closer  in  some  respects  and  further  apart  in 
others.   The  major 
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problem  is  with  the  publicly-held  companies  under  Securities 
and  Exchange  Commission  jurisdiction.  The  SEC  does  have 
discretion  over  the  preparation  basis  for  financial  statements 
and,  with  appropriate  disclosure,  there  should  be  no^ 
insurmountable  problem  in  granting  a  variance  in  this  instance. 


9.   On  page  14  you  recommend  that  the  "Net  Worth  Guarantee" 
program  be  administered  without  regard  to  "such  subjective 
eligibility  judgments  as  a  determination  of  'reasonable 
prospects  for  long-term  viability' .  .  ." 

Granted,  as  you  say,  that  "The  capricious  turns  of  the 
interest  rate  cycles,  ...  make  such  long-term  assessments  very 
difficult  ...  if  not  impossible."  What  is  the  justification 
for  investing  public  funds  in  institutions  which  may  not  be 
viable  in  the  long  run?   If  the  justification  is  that  it  would 
be  cheaper  to  do  so  than  to  merge  or  close  the  insti'tution, 
should  a  specific  finding  to  that  effect  not  be  required? 


9.  We  would  also  note  that  Chairman  Pratt,  in  his 
testimony  before  the  Subcommittee  on  March  24,  1981,  similarly 
questioned  the  "reasonable  prospects  for  long-run  viability" 
determination: 


Another  difficult  challenge  would  be  presented  by  the 
stipulation  in  the  bill  that  eligibility  for  assistance 
would  turn  on  the  Bank  Board's  determination  that  an 
institution  has  reasonable  prospects  for  long-run 
viability.   A  good  faith  effort  to  implement  such  a 
standard  would  be  extremely  difficult.   Also,  unless 
judicial  review  of  our  determination  were  rigidly 
circumscribed  or  eliminated,  we  inevitably  would  be  sued  by 
every  disappointed  applicant,  which  would  tax  the  resources 
of  our  legal  staff  enormously." 
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Your  concluding  question  suggesting  that  the  regulators 
make  a  specific  finding  that  capital  assistance  is  cheaper  than 
to  merge  or  close  an  institution  is  a  useful  idea  to  which  we 
have  no  objection.  *  ^' 

10.   Chairman  Pratt  has  testified  that,  "With  regard  to  the 
assertion  that  restructuring  is  a  postponable  'long-term* 
problem,  we  do  not  think  that  the  current  crisis  can  be  dealt 
with  in  any  meaningful  way  without  restructuring.  Thrifts' 
problems  are  largely  a  result  of  the  fact  that  they  have  been 
constrained  by  law  and  regulation  to  operate  in  a  manner 
inconsistent  with  the  logic  of  the  marketplace.  No  lasting 
recovery  from  their  present  problems  can  occur  without  those 
constraints  being  lifted."   (Page  15  of  Chairman  Pratt's 
statment. ) 

What  specific  reform  measures,  if  any,  would  you  suggest  be 
included  in  legislation  to  assist  the  thrift  industry.   In 
order  to  assure  that  sufficient  restructuring  takes  palce  to 
provide  reasonable  prospects  for  lasting  recovery? 
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10.   In  view  of  the  rapid  deterioration  of  net  worth  at  our 
nation's  thrift  institutions  and  the  urgency  of  our  Assistance 
request,  we  would  recoanend  that  the  SubcoMiittee  not  risk 
delay  through  the  addition  of  specific  reform  measures  to  this 
particular  legislation.   However,  the  U.S.  League  remains  fully 
committed  to  the  broader  and  more  flexible  powers  contained  in 
Congressman  Stanton's  bill,  H.R.  4724,  and  similar  legislation 
pending  in  the  Senate.   It  is  important  to  equip  thrift 
institutions  now  with  broader  investment  authority  and  demand 
deposits  so  that  they  might  respond  in  the  future  to  hostile 
interest  rate  environments;  broader  powers  could  complement  the 
housing  credit  specialty  in  which  thrift  institutions  excel, 
and  permit  them  to  maintain  lending  volume  in  such  periods  in 
the  future. 


11.   Chairman  Pratt  has  testified,  "That  small  commercial 
banks,  in  stark  contrast  to  thrifts,  which  they  often  strongly 
resemble,  are  able  to  remain  profitable  in  this  volatile 
interest  rate  environment  is  solely  traceable  to  the 
multiplicity  of  investment  options  open  to  the  banking 
industry,  and  the  access  of  banks  to  interest-free  demand 
deposits.   Use  of  even  a  relatively  modest  increment  of 
commercial  lending  authority  could  provide  a  significant  buffer 
against  adverse  changes  in  the  economy."   (Page  14  of  Chairman 
Pratt's  statement.) 

What  priority  do  you  attach  to  the  acquisition  of 
commercial  lending  powers  and  to  the  power  to  accept  demand 
deposits  from  commercial  customers? 

Would  you  favor  authorization  for  savings  and  loan 
associations  to  offer  NOW  accounts  to  state  and  local 
governments,  as  proposed  by  Rep.  Bill  Gradison  in  H.R.  5414? 
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11.  ffe  agree  with  Chairman  Pratt's  observation.  To 
rectify  the  k>or row- short,  lend-long  mismatch  in  the  structure 
of  thrift  institutions  and  to  cope  with  volatile  rat% 
environments,  commercial  lending  and  the  ability  to  offer 
demand  deposits  deserve  a  very  high  priority  for  statutory 
approval.   Many  S&Ls  will  wish,  as  well,  to  expand  their  real 
estate  finance  specialty;  thus,  removal  of  certain  restrictions 
found  in  the  Home  Owners  Loan  Act  for  Federal  associations 
(such  as  a  20%  limitation  on  non-residential  real  estate 
lending)  is  extremely  important,  too.   In  addition  to  the  real 
estate  lending  changes  called  for  in  H.R.  4724,  thrift 
institutions  and  commercial  banks  should  be  permitted  to  make 
direct  equity  investments  in  real  property  to  some  percentage 
of  assets,  such  as  10%. 

The  U.S.  League  applauds  Congressman  Gradison  and  his 
efforts  to  win  acceptance  of  H.R.  5414.   This  legislation  would 
overturn  a  legal  challenge  which  has  prevented  the  Federal  Home 
Loan  Bank  Board  from  allowing  savings  and  loan  associations  to 
offer  NOW  accounts  to  State  and  local  governments  as  well  as 
enhance  the  cash  management  of  public  monies.   The  public  funds 
deposit  area  has  been  effectively  denied  to  thrift  institutions 
through  the  years  in  many  States  due  to  anachronistic 
collateralization  requirements  and  limitations  such  as  the 
$100,000  ceiling  for  Federal  account  insurance.   The  arbitrary 
restriction  on  NOW  accounts  is  yet  another  example. 
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Indeed,  if  the  deposit  deregulation  is  to  be  handled 
logically #  we  see  no  reason  for  a  continued  prohibition  against 
the  payment  of  interest  on  demand  deposits  generally,  or  for  a 
restriction  on  those  eligible  to  utilize  NOW  accounts. 


12.   With  respect  to  each  of  the  following  provisions  of 
H.R*  5568#  please  answer  the  following  general  questions: 

1.  How  would  the  provision  work  in  practice? 

2.  Would  you  describe  the  provision  as  "desirable"? 

3.  Woluld  you  describe  the  provision  as  "workable"? 

4.  What  suggestions  would  you  offer  to  amend  that 

provision? 

a.  The  capital  JAfusion  program  designed  to  maintain  the  net 
worth  of  individual  institutions  at  2j^   How  many 
institutions  (numbec  and  total  assets)  do  you  estimate 
would  qualify  for  the  program  today?  Do  you  believe  the 
supervisory  agencies  can  determine  eligibility  with 
reasonable  certainty  and  fairness?  Should  limitations  be 
placed  upon  the  prerogatives  of  management,  to  ensure  that 
the  Federal  interest  is  protected  and  to  create  a 
disincentive  for  institutions  to  apply  for  assistance. 

b.  The  repocting^  and  lending  practice jceguicements.  What  is 
meant  by  lending  practices?  Would  the  need  to  admiister 
this  provision  place  an  undue  burden  on  the  already 
strained  resources  of  agencies  and  of  depository 
institutions? 

c.  The  rei^uirement  that  not  less  th^an  50 i  of  annual  net  new 
deposits  be  invested  in  a ingLe-f ami ly  mortgages  for 
first- time  home buyers  who  would  pay  1%  above  th^ 
institution's  cost  of  funds,   is  it  anticipated  that  there 
will  be  any  "net  new  deposits"  at  all?   How  many  indviduals 
would  qualify  as  first-time  homebuyers^  and  how  would 
institutions  allocate  limited  funds  among  numerous 
applicants? 
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The  provision  for  quarterly  "Earnings  Stabilization 
Payments. "  Is  it  sound  public  policy  to  provide  "Earnings 
Stabilization"  insurance  to  depository  institutions?  Are 
the  figures  of  "Earnings  Losses"  subject  to  undue 
manipulation  by  the  institutions?  How  would  the  agencies 
determine  that  payments  may  continue  and  make  the  required 
certification  "that  the  continued  earnings  losse%  are 
caused  by  general  market  conditions  and  not  by  the  actions 
of  such  qualified  insured  institution"? 


12.  a.  Our  Research  Department  estimates  that  by  the  end 
of  June  this  year,  400  institutions  .  .  .  representing  $95 
billion  in  assets  •  •  •  will  be  at  or  below  the  2%  net  worth 
ratio,  and  thus  eligible  for  assistance  under  H.R.  5578. 

As  mentioned  in  responses  to  other  questions,  we  recommend 
that  the  Congress  provide  direction  to  the  agencies  to  assure 
that  institutions  may  qualify  for  capital  maintenance. 

12.  b.   Unquestionably,  supervision  of  compliance  with 
statutory  requirements  on  lending  practices  •  •  •  Truth  in 
Lending,  Real  Estate  Settlement  Procedures  Act,  Community 
Reinvestment  Act,  Home  Mortgage  Disclosure  Act  •  •  •  diverts 
agency  resources  from  determinations  of  "safety  and 
soundness".   And,  under  present  Fedeal  Home  Loan  Bank  Board 
rules,  savings  and  loan  associations  provide  elaborate  data  to 
their  regulators  on  loan  applications.  Thus,  the  monitoring  of 
lending  practices  is  a  continuing  assignment  right  now.  The 
rigid  statutory  language  of  H.R.  5568  might  impose  some  new 
burdens  on  institutions  --  while  contributing  very  little 
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infornation  to  the  supervisory  process  which  is  not  already 
known  by  the  regulators  —  to  the  degree  that  such  reports  are 
required  less  frequently  than  quarterly  or  by  some  different 
forroan  than  is  now  used.  ^' 

12.  c.  Whether  or  not  there  are  "net  new  deposits"  depends 
on  a  number  of  factors,  including  the  public's  willingness  to 
commit  their  funds  to  savings,  the  level  and  direction  of 
interest  rates,  the  terms  and  availability  of  competing 
investments,  and  such  Government  decisions  as  the  resolve  to 
reduce  the  Federal  deficit  and  the  actions  of  the  Depository 
Institutions  Deregulation  Committee. 

The  audience  of  first-time  homebuyers  is  similarly 
imponderable.   In  a  normal  year,  approximately  20%  of  the  home 
loans  (for  both  newly-constructed  and  existing  units  )  go  to 
first-time  buyers  and  approximately  85%  of  these  are  within  the 
loan  amount  limits  specified  in  Section  203(b)  of  the  National 
Housing  Act.  Thus  it  is  probably  reasonable  to  assume  that 
750,000-900,000  potential  purchasers  might  qualify  as 
"first-time"  buyers. 
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Clear ly#  this  would  require  an  allocation  mechanism.  A 
fair  -allocation  system  would  be  difficult  to  construct^  since 
demand  for  home  loans  throughout  the  country  bears  little  or  no 
relationship  to  the  locales  where  thrift  Institutions  are  in 
need  of  capital  assistance.  ^ 

Our  best  recommendation  appears  on  page  15  of  our  written 
testimony:   "We  would  prefer  to  see  a  housing  assistance 
program  open  to  all  lenders,  not  just  an  obligation  for  those 
in  weakened  condition." 

12.  d.   It  is  our  understanding  that  the  sponsors  of  H*R* 
5568  no  longer  intend  to  pursue  direct  earnings  assistance  for 
thrift  institutions  but  rather  to  focus  on  sustaining  net  worth 
at  a  positive  level. 

As  our  testimony  details,  we  would  prefer  to  relate 
earnings  assistance  to  the  magnitude  of  low-yielding  long-term 
mortgage  loans  in  portfolio  through  a  warehousing  arrangement. 
An  earnings  supplement,  funded  by  appropriations,  could  be 
provided  equal  to  half  of  the  difference  between  the  face  rate 
on  the  low-yielding  loans  and  an  index  related  to  current 
deposit  costs,  such  as  the  30-month  Treasury  rate;  the 
supplement  would  be  suspended  when  Treasury  rates  declined  to 
10%.   This  temporary  "swap"  of  fixed  rate  mortgages  for 
variable-rate  notes  (with  the  earnings  supplement)  would  be 
limited  to  loans  (or  mortgage  backed  securities)  yielding  less 
than  9%  (at  the  time  they  were  acquired) .   The  program  would 
have  a  three-year  duration. 

Such  a  program  would  not  be  susceptible  to  "undue 
manipulation  by  the  institutions"  and  would  determine  precisely 
when  the  agencies  would  make  earnings  supplement  payments. 
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Mr.  Stanton.  My  one  question  would  be,  Mr.  Chairman,  in  light 
of  the  more  detailed  questions  that  will  be  coming,  would  be  maybe 
a  follow  up  of  your  remarks,  in  that  as  I  alluded  or  interpreted 
them,  it  was  the  general  feeling  that  until  we  addressed  the  prob- 
lem of  the  older  mortgages  and  portfolios,  and  can  package  them  in 
such  a  way  as  to  rid  your  institutions  of  them,  in  a  method  in 
which  we  can  make  it  saleable,  that  anything  particularly  short  of 
that  at  the  moment,  would  be  shortsighted  as  a  means  of  saving 
the  viability  of  most  of  these  institutions. 

It  leads  me  to  ask  the  question  of  what  you  have  in  this  legisla- 
tion, and  I  once  again  commend  the  chairman  for  it.  Of  course,  as  a 
tie-in,  it  is  a  buy-out  of  approximately  those  institutions  that  reach 
a  certain  level  of  viability,  in  which,  in  return  for  that  aid,  vou 
would  in  turn  lend  out  funds  to  first-time  home  buyers.  R^ardless 
of  the  rate  at  which  the  funds  are  lent,  whether  it  be  at  1  percent, 
which  I  do  not  think  that  you  could  do,  or  2  percent  or  3  percent,  it 
still  is  a  tie-in  proposition. 

Just  quickly,  because  we  do  have  to  move  along  in  these  hear- 
ings, if  you  had,  considerinjg  your  own  institutions'  positions  at  the 
moment,  and  we  are  lookmg  quickly  to  the  Federal  Government 
for  help,  what  do  you  think  would  be  the  quickest,  most  effective 
aid  that  you  could  receive  from  the  Federal  Government  that 
would  help  you  immediately,  r^ardless  of  the  legislation  that  is 
before  us? 

And  Mr.  Masterton,  would  you  comment  on  that? 

And  let  me  address  one  other  point.  In  principle  what  do  you 
need? 

Mr.  Masterton.  The  immediate  ii\jection  of  capital  is  the  very 
first  step.  Congressman,  and  I  think  that  the  thrust  of  H.R.  5568 
bears  that  out.  It  is  not,  however,  a  solution  to  the  problem  you 
and  Chairman  Gonzalez  rightly  identified.  The  basic  illness  is  the 
low-yield  mortgage.  But  if  we  are  not  around  to  deal  with  the  low- 
yield  mortgage,  we  cannot  survive. 

There  is  a  oasic  bit  of  information  that  is  essential  that  we  have 
to  put  up  front  in  this.  Let  me  restate  it,  it  has  come  out  here. 
There  is  an  assumption  by  some  parties  that  there  is  no  cost  to  the 
current  merger  route.  Well,  that  is  fallacious  and  the  facts  are  that 
in  the  past  year,  seven  mutual  savings  banks  have  been  supervisor- 
ily  mereed.  And  the  cost  on  budget,  aifecting  Federal  deficit  has  ex- 
ceeded $1  billion. 

That  is  'V  as  in  billion.  The  figures  that  the  U.S.  League  has 
stated  that  over  the  next  2  years,  mat  the  number  of  mergers  that 
thev  are  predicting  in  a  moderate  interest  rate  scenario,  not  low 
and  not  high,  is  between  $20  and  $45  billion  on  budget  will  be  ex- 
pended. 

Our  figures  are  that  between  $5  and  $8  billion  dollars  will  be  ex- 
pended in  connection  with  the  supervisory  mergers  in  the  next  2 
years.  In  short,  what  we  are  saying  is  that  the  cc»t  is  tliere.  We  are 
going  to  pay  as  a  country  one  way  or  another.  We  can  pay  now  or 
we  can  pay  later.  And  we  are  simply  saying  that  the  nrst  step 
should  be  the  thrust  of  the  H.R.  5568  and  once  having  set  that 
aside,  allow  us  to  stabilize  the  industry  for  the  time  being.  Let  us 
then  ^et  together  on  the  issue,  that  you  so  rightly  addressed  of  the 
low-yield  mortgages. 
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Mr.  Stanton.  Thank  you.  Mr.  Green. 

Mr.  Green.  Congressman  Stcmton,  I  wish  that  there  was  a  one- 
shot  response  that  would  cover  the  waterfront,  but  I  am  sorry  to 
say  that  there  is  not. 

I  do  agree  with  my  colleague,  Mr.  Masterton,  that  the  capital 
maintenance  program  is  essentially  one  that  would  put  us  in  a 
holding  pattern  to  let  us  stay  with  our  head  above  water.  The  low- 
yielding  loan  program  is  certainly  the  one  that  is  going  to  speak 
directly  to  the  issue  that  is  causing  us  to  be  noncompetitive. 

But,  add  to  that  the  buy-down  of  the  interest  mortgage  program, 
which  would  allow  us  to  start  generating  some  lendable  funds  for 
providing  housing  for  Americcuis.  It  will  also  help  return  us  to  a 
situation  to  where  we  can  be  viable  as  an  industry  once  again. 

I  somehow  think  that  these  things  go  hand  in  glove  with  each 
other,  and  are  equally  important,  sir. 

Mr.  Stanton.  Thank  you.  Mr.  Muse? 

Mr.  Muse.  Basically,  I  agree  with  that  analysis  of  the  situation, 
that  it  is  a  matter  of  what  you  do  first,  I  think  that  what  has  been 
suggested  is  the  first  step  of  capital  stabilization. 

Once  that  occurs,  the  other  steps  follow  of  necessity. 

Mr.  Coles.  Mr.  Stanton,  I  would  like  to  speak  to  that  personally. 
I  find  the  idea  of  receiving  direct  Federal  assistance  repugnant  and 
I  think  that  is  true  of  our  industry  generally.  Had  we  found  some 
other  alternatives  that  would  allow  us  to  mitigate  the  current  situ- 
ation without  direct  Federal  assistcmce,  we  would  certainly  have 
selected  those  alternatives. 

Therefore,  particularly,  as  Chairman  St  Germain  has,  I  believe, 
restructured  his  proposal,  so  that  there  would  be  no  immediate 
direct  cash  assistance,  we  would  really  support  that  as  the  primary 
and  initial  way  to  try  to  cure  our  problem. 

Mr.  Stanton.  Thank  you,  very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you.  Chairman  St  Germain? 

Mr.  St  Gerbaain.  Thank  you,  Mr.  Cludrman,  and  thfmk  you,  gen- 
tlemen. 

I  certainly  appreciate  the  answers  to  the  question  of  our  distin- 
guished ranking  minority  member.  Certainly  that  is  the  reason  for 
my  having  introduced  the  legislation  and  structure  it  as  I  did. 

A  great  deal  of  thought  has  been  given  to  this.  I  first  convened 
the  r^ulators,  the  Federal  Reserve  Bocu^d  and  representatives  of 
your  industries,  in  October  of  1980.  And  I  said  to  tiiem  that  we 
have  got  to  move.  Something  has  to  be  done.  It  took  until  the 
spring  of  1981  for  them  to  come  up  with  a  proposal  and  that  pro- 
posal was  the  regulators'  bill,  which  was  with  the  assistance  of  Mr. 
Stcmton  and  the  other  members  of  this  committee,  adopted  and 
sent  to  the  Senate  last  year. 

When  I  met  with  the  Secretary  of  the  Treasury,  in  February  of 
last  year,  I  stated  that  there  was  a  very  severe  problem  brewing 
and  it  was  getting  worse  with  each  succeeding  day.  His  answer  was 
that  my  concern  was  ill  placed  and  not  to  worry,  as  the  expression 
goes,  because  interest  rates  would  come  down. 

Well,  ladies  and  gentlemen,  interest  rates  have  not  come  down. 
We  have  undergone  the  most  protracted  period  of  high  interest 
rates  that  anyone  of  us  can  remember. 
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I  was  still  hopeful  that  we  would  see  some  action  to  take  care  of 
the  immediate  problem  that  you  all  face,  that  the  members  of  your 
organizations  face.  It  was  not  forth-coming.  And  so,  we  spent  about 
3  months  working  on  this  legislation,  b^inning  before  Christmas 
and  right  through  the  recess  period,  working  with  the  staff  on  a 
daily  basis. 

So  a  great  deal  of  thought  has  gone  into  this  legislation.  We  are 
still  meeting.  We  had  a3V2  hour  staff  meeting  yesterday  on  further 
perfection  of  the  l^islation.  And  one  of  the  points  that  have  to  be 
addressed  is  the  U.S.  League  recommendation  to  create  a  separate 
agency  to  administer  this  type  of  assistcmce. 

Well,  I  do  not  think  that  the  trend  today  is  to  create  a  new  body. 
I  feel  that  we  do  have  expertise  in  the  FSLIC  and  the  FDIC  and 
the  NCUA  and  that  they  can  indeed  administer  the  program. 

However,  I  think  that  it  is  important  that  in  the  legislation  itself 
we  be  a  little  more  specific  as  to  which  institutions  would  be  assist- 
ed. It  is  one  thing  to  say  that  they  must  make  a  finding  that  the 
institution  is  viable  and  with  this  assistance  it  can  survive.  I  am 
told  that  there  are  some  who  feel  that  they  want  a  little  more  spec- 
ificity. 

We  will  be  addressing  that.  The  manner  in  which  the  net  worth 
guarantee  certificates — I  never  took  an  accounting  course  in  my 
life — ^but  I  have  been  exposed  to  a  lot  of  balderdash  about  double 
entry  accounting.  My  contention  is  that  if  the  insuring  agency 
under  the  authorization  issues  a  net  worth  guarantee  certificate 
that  that  is  just  like  cash  and  you  do  not  have  to  put  it  on  the 
other  side  of  the  book  as  a  liability  as  well,  because  if  the  institu- 
tion survives,  there  is  no  liability.  No  cash  has  changed  hands. 

Flipping  back  a  moment,  our  new  concept  would  be  to  authorize 
and  appropriate  such  sums  up  to  $7.5  billion  that  would  be  author- 
ized and  the  Appropriations  Committee  would  then  pass  an  appro- 
priation setting  the  guarantee  limits.  So  there  would  be  no  outlay, 
therefore  no  effect  on  the  budget  deficit. 

The  only  time  those  funds  would  in  actuality  be  spent  would  be 
if  the  institution  were  to  fail  and  you  would  nave  to  ante  up  the 
amount  of  the  net  worth  guarantee. 

I  am  just  sharing  with  you  the  evolutionary  processes  that  are 
taking  place  here.  And  as  I  say,  we  did  not  contend  when  we  intro- 
duced the  legislation  that  it  was  absolutely  perfect,  but  there  had 
to  be  a  beginning. 

Now,  I  look  at  the  proposal  to  assist  on  the  low-3deld  mortgages. 
Here  is  the  big  rub,  gentlemen.  That  is  why  I  say  that  it  would  be 
better  to  get  this  first  step  over  with.  I  am  concerned  and  that  is 
why  I  am  revising  the  legislation  from  an  appropriation  that  would 
be  on  budget  and  go  to  the  net  worth  guarantee  route  rather  than 
cash.  Everybody  in  this  Nation  is  concerned  about  the  deficit. 

When  I  look  at  the  niunbers  here  and  correct  me  if  I  am  wrong 
on  that  3-year  program  to  assist  on  those  low-3deld  mortgages,  sta^ 
tells  me  that  the  cost  would  be  approximately  $6,875  billion  per 
year  for  a  3-year  period. 

Is  that  close,  is  that  somewhere  in  the  realm  of  accuracy?  Mr. 
Green? 

Mr.  Green.  Mr.  Chairman,  that  would  be  somewhat  accurate, 
provided  interest  rates  remain  at  their  present  level,  yes,  sir. 
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Now,  of  course,  if  interest  rates  get  down  where  the  administra- 
tion has  been  telling  us  they  would  for  the  last  2  years,  this  thing 
could  self-destruct  as  it  goes  down  below  10  percent.  But  you  are 
correct;  if  they  do  stay  at  the  present  levels,  that  is  the  figure  that 
we  would  be  envisioning,  yes,  sir. 

Mr.  St  Germain.  Well,  Mr.  Green,  let  us  not  kid  each  other. 
Here  I  was  fearful  of  the  $7.5  billion  in  my  legislation  over  a  3-year 
period,  and  boy,  look  at  $6,875  billion  a  year.  Let  us  be  practical. 
That  is  a  toughie. 

Mr.  Green.  Well,  Mr.  Qiairman,  I  know  how  much  you  have 
thought  about  this  thing,  and  how  much  hard  work,  on  the  part  of 
the  staff  and  your  part  has  gone  into  this;  but  I  would  like  to  say  to 
you  that  this  is  the  basic  problem  and  the  basic  issue  here.  It  is  not 
a  question  of  whether  or  not  we  are  going  to  have  expenditures.  Be- 
cause still,  the  FSLIC  and  the  FDIC  are  going  to  be  called  upon, 
through  deposit  insurance,  to  take  care  of  this  through  the  merger 
process. 

Mr.  St  Germain.  Yes,  sir.  That  is  one  of  the  big  arguments  or 
points  that  I  feel  is  salient  as  far  as  the  legislation  that  I  intro- 
duced is  concerned.  I  am  very,  very  worried  about  those  costs  over 
and  beyond  what  is  in  the  insuring  funds  today. 

But  first  things  first,  I  am  afraid  that  we  will  have  to  go  one  step 
at  a  time.  This  is  not  3  or  4  years  ago.  Of  course  if  it  was  we  would 
not  have  the  high  interest  rates,  you  would  not  have  the  problem. 
But  these  things  have  merged,  they  have  come  together  at  the 
wrong  time. 

So,  I  think  that  I  am  getting  my  message  through.  At  least  I 
hope  I  am. 

Mr.  Green.  Absolutely. 

Mr.  St  Gerbcain.  Now,  I  must  say,  Mr.  Muse,  I  thank  you  for  the 
conclusion  of  your  statement  and  once  again,  that  was  very  impor- 
tant, to  make  sure  that  there  be  equality  of  opportunity  for  all  in- 
stitutions whether  big  or  small.  And  that  we  would  assist  the  insti- 
tutions that  are  most  in  need.  Certainly  we  would  like  to  have  that 
number  go  up  to  3  percent,  naturally.  But  again  it  is  a  cost  factor. 

The  2  percent  was  not  arrived  at  without  a  lot  of  gnashing  of 
teeth,  believe  me.  It  is  there  because  that  is  what  we  felt  we  could 
afford  and  would  be  saleable  to  the  members  of  the  committee  and 
on  the  floor  of  the  House  and  hopefully  in  the  Senate.  And  hopeful- 
ly not  opposed  by  the  administration. 

I  thank  you  for  your  testimony,  and  perhaps  after  the  other 
members  have  asked  their  questions,  I  will  have  some  more  com- 
ments and  some  more  questions  for  you  gentlemen. 

Thank  you. 

Chairman  Gonzalez.  Thank  you,  Mr.  Chairman.  Mr.  Carman? 

Mr.  Carman.  Thank  you,  very  much,  Mr.  Chairman  and  Chair- 
man St  Germain.  I  would  like  to  just  comment  briefly  and  compli- 
ment you  on  your  general  proi)06als  and  the  tenents  you  have  put 
forth  m  this  l^islation.  I  am  not  sure  yet  that  I  agree  with  every 
part  of  it,  but  I  certainly  think  that  it  shows  an  awareness  of  the 
very  serious  problem  that  is  affecting  not  only  this  industry,  called 
the  thrift  inoustry,  but  the  entire  financial  community. 

I  think  this  is  much  too  large  a  problem  to  just  write  off  as  a 
one-industry  type  of  a  problem.  I  would  like  to  ask  each  one  of  you 
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gentlemen,  if  some  sort  of  a  proposal  like  this  is  not  worked  out 
and  ultimately  many  of  the  institutions  fail,  who  will  end  up 
owning  all  of  IJiese  mortgages  at  the  low  interest  rates? 

Will  the  Federal  Government  end  up  owning  these  in  some  shape 
or  form. 

Mr.  Green.  Mr.  Carman,  I  am  afraid  that  you  have  anal3rzed  the 
situation  right.  That  two  things  would  happen.  That  we  would  have 
an  industry  that  would  no  longer  be  viable  and  that  through  some 
form  of  acquiring  those  assets  through  the  FSLIC  that  would  be  a 
problem  of  the  Federal  Government  but  I  think  that  superimposed 
over  that  sir,  is  the  more  important  issue  that  there  would  be  no 
longer  any  delivery  system  in  place  for  the  providing  of  housing  for 
Americ€ms. 

And  as  we  turn  this  Nation  from  a  nation  of  homeowners  into  a 
nation  of  renters,  it  is  our  feeling  that  we  have  really  destroyed  the 
American  way  of  life  and  the  very  fiber  that  has  made  this  country 
strong.  That  would  concern  me  ako. 

Mr.  Carman.  This  may  come  to  you  as  a  shock,  but  I  happen  to 
live  on  a  place  called  Long  Island  in  the  surburbs  known  as  the 
sterile  suburbs,  according  to  one  of  our  local  officials  up  there. 
[Laughter.] 

And  down  in  that  big  city,  the  city  of  New  York  they  had  some 
problem  and  so  forth,  as  I  understand  it,  and  people  were  not  up  to 
snuff  and  what  have  you  and  sometimes  what  happened  was  that 
individuals  walked  away  from  houses  that  they  owned. 

And  low  and  behold  the  city  of  New  York  came  to  own  a  whole 
lot  of  that  stuff.  I  was  just  kind  of  wondering  if  the  biggest  lender 
in  the  United  States  might  become  directly  the  U.S.  Government,  if 
they  had  to  take  over  all  of  these  mortgages.  And  that  apparently 
would  be  a  likely  result. 

Mr.  Masterton.  Congressman,  there  is  precedent  for  that,  of 
course,  some  50  years  ago,  and  I  would  hate  to  think  that  we  were 
headed  again  toward  that.  But  I  might  suggest  another  little  twist 
to  your  question  if  I  could  give  you  another  perspective  to  it. 

And  that  is,  the  methodf  under  which  we  are  now  merging  our 
institutions  requires  that  our  regulatory  agencies — the  insuring 
agencies — subsidize  the  acquiror  and  what  I  would  suggest  is  that 
at  this  moment  in  time,  where  interest  rates  are  so  exceedingly 
high,  as  high  as  they  have  been  in  the  memory  of  man,  that  this  is 
the  worst  possible  time  for  those  institutions  to  be,  in  essence,  liq- 
uidating those  assets.  Because  they  are  marking  them  down  to 
such  a  great  d^^ree. 

But  this  bill  says,  let  us  give  it  some  time,  Mr.  Chairman,  for 
normalcy,  however  we  define  that,  to  return.  Let  us  not  restructure 
the  financial  industry,  let  us  not  merge  at  the  highest  possible  cost, 
let  us  buy  ourselves  some  time.  And  those  mor^ages,  which  after 
all,  I  mean,  what  is  a  better  security  at  this  moment  in  history 
than  homes  of  American  citizens. 

I  mean  it  is  basically  at  the  heart  of  many  of  the  better  things  in 
our  society,  what  could  be  a  better  security  for  us? 

But  why  buy  them  at  a  time  like  this  at  such  a  discount? 

Mr.  Carman.  I  thank  you,  for  your  comments  on  that.  And  I 
yield  the  balance  of  my  time,  Mr.  Chairman. 
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Chairman  Gonzalez.  Thank  you,  very  much,  Mr.  Carman.  I 
might  remind  the  gentlemen,  this  is  precisely  what  did  happen. 
And  HOLC  did  that  pretty  much  in  the  1930's  and  the  government 
ended  up  in  owning  those  mortgages  and  making  money.  The  Gov- 
ernment ended  up  making  money  on  all  of  that. 

Mr.  Carman.  Let  me  just  comment,  Mr.  Chairman,  I  think  that 
is  great,  but  from  my  own  point  of  view,  even  if  they  made  money, 
I  would  lust  as  soon  keep  them  out  of  that  business.  And  maybe 
the  people  that  own  and  hold  those  mortgages  now  would  be  better 
off  holding  them. 

I  read  about  that  stufT,  I  am  not  old  enough  to  know  about  it,  but 
I  want  you  to  know  that. 

Chairman  Gonzalez.  I  am.  [Laughter.] 

Mr.  Carman.  I  know.  But  I  would  just  as  soon  have  the  institu- 
tions hold  onto  those  mortgages,  as  opposed  to  the  Federal  Govern- 
ment. I  do  not  think  that  the  Government  ought  to  be  in  that  busi- 
ness. 

Chairman  Gonzalez.  Well,  this  is  a  new  point  in  our  Nation's 
destiny,  it  is  another  destiny,  another  factor,  but  what  I  am  saying 
is  that  we  should  not  be  scared  away  from  the  concept  that  has 
worked.  That  is  the  point  that  I  was  trying  to  make. 

Mr.  Schumer? 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

There  are  a  whole  lot  of  questions  that  we  all  have,  and  I  would 
just  like  to  make  one  clarifying  point,  and  that  is  just  from  my 
point  of  view  to  share  with  you  how  diligently  I  think  the  chair- 
man of  our  full  committee  worked  on  this  bill  and  how  many  pres- 
sures there  are  in  the  other  direction.  You  cannot  imagine. 

Somebody  said  if  you  are  drowning,  don't  ask  for  a  speedboat  if  a 
life  preserver  is  being  thrown  at  you.  I  don't  know  if  that  is  rele- 
vant here,  but  it  is  something  to  think  about. 

My  question,  though,  is  this.  I  think  one  of  the  things  that  has 
made  this  problem  more  difficult  for  the  nation  at  large  is  the  fact 
that  there  is  a  feeling  that  a  temporary  solution  will  not  be  a  per- 
manent solution,  and  that  was  Mr.  StaJiton's  suggestion  and  a  few 
others.  But  if  my  meager  mathematical  background  is  right,  it 
seems  to  me  that  what  your  real  problem  is,  aside  from  all  of  the 
other  problems  we  have  in  the  housing  field  and  everywhere  else, 
which  are  very  important,  but  the  problem  is  the  slope  of  interest 
rates  as  opposed  to  the  level  of  interest  rates. 

In  other  words,  if  interest  rates  had  been  at  15  percent  for  the 
last  15  or  20  years,  there  would  not  be  too  much  of  a  problem.  The 
problem  is  that  your  income  is  much  less  than  what  you  have  to 
pay  for  money. 

It  also  seems  to  me  that  the  slope  in  interest  rates  has  been  in 
one  direction,  high  interest  rates  have  not  come  down,  and  the 
fault  for  that  lies  in  a  lot  of  places.  I  put  more  of  it  down  at  1600 
Pennsylvania  Avenue  than  many  people  might,  but  the  point  is,  re- 
gardless of  the  blame  for  high  interest  rates  and  apart  from  all  of 
the  other  problems  we  face,  if  interest  rates  remain  constant  al- 
though high,  and  I  am  not  sa3dng  they  should,  but  if  they  do,  your 
problem  will  decrease  over  time. 

Everv  year  some  of  those  7  and  5  and  8  percent  mortaages  are 
scooped  up  and  you  are  issuing  new  ones  or  other  kinds  of  assets  at 
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15  percent.  So  the  problem  turns  around  at  a  certain  point.  I  asked 
some  of  our  New  York  big  mutual  banks  for  some  information,  and 
I  just  received  a  letter  today  from  one  of  them  as  to  when  that 
turn-around  point  might  actually  occur. 

I  don't  know  if  you  can  respond  now,  but  I  think  that  would  be 
extremely  helpful,  both  to  solving  your  predicament  and  for  the 
committee  to  know,  that  this  problem  will  not  be  with  us  10  years 
from  now,  one  way  or  another,  even  if  a  bill  like  the  chairman's 
should  pass  and  keep  things  at  an  even  level  for  a  while. 

Do  you  have  any  comments  on  that?  I  would  particularly  be  in- 
terested— well,  anybody. 

Mr.  Green.  Congressman  Schiuner,  let  me  say  that  we  would 
like  to  respond  to  that  maybe  in  writing,  touching  on  it  more  than 
we  could  here  todav,  but  your  question  is  certainly  a  vaUd  one. 

[In  response  to  the  request  of  Congressman  Schiuner,  the  follow- 
ing information  was  submitted  for  inclusion  in  the  record  by  Mr. 
Green:] 

Response  Received  From  Mr.  Green 

The  basic  problem  in  the  thrift  sector  is  indeed  due  to  the  "slope"  of  interest 
rates. 

The  "slope"  of  interest  rates  describes  a  yield  curve  plotted  from  the  structure  of 
interest  rates  for  all  maturities  at  a  particular  point  in  time. 

In  normal  circumstances  money  borrowed  for  longer  periods  commands  a  higher 
price — hii^er  rates— than  money  borrowed  for  shorter  duration.  A  graph  showing 
this  pattern  is  said  to  be  "positively"  sloped.  Starting  with  shorter  maturities  on  the 
left,  it  climbs  up  and  to  the  right. 

Tlie  yield  curve  has  been  ^negatively"  sloped  for  a  good  part  of  the  last  three 
jrears;  that  is,  rates  on  shorter-term  maturities  have  been  above  longer-term,  depict- 
ed graphically  by  a  line  proceeding  downward  from  left  to  right. 

Accordingly,  even  on  newly-originated  long-term  mortgages,  thrift  institutions 
have  been  suffering  temporary  losses,  since  rates  paid  to  attract  short-term  deposits 
are  higher  than  the  return  available  on  those  mortgage  investments. 

On  a  more  fundamental  level,  the  slope  of  the  increase  in  the  general  level  of 
rates— an  upward  "ratcheting"  of  the  entire  yield  curve — has  produced  a  situation 
where  the  overall  return  on  the  entire  mortgage  loan  portfolio  is  well  below  the 
costs  of  funds  at  nearly  all  thrifts.  For  the  second  half  of  1981,  the  Federal  Home 
Loan  Bank  Board  estimates  an  industry-wide  overall  cost  of  funds  of  11.27  percent 
while  the  portfolio  was  returning  only  10.02  percent. 

This  negative  spread  between  asset  and  liability  yield  structures  is  completely  un- 
precedented. To  operate  with  this  negative  spread,  mstitutions  must  carve  into  their 
net  worth  (reserves). 

The  steepness  of  the  recent  run-up  in  rates  from  more  normal  levels  has  caused 
enormous  problems.  Traditionally,  thrifts  have  managed  to  work  out  from  under 
their  low-rate  loan  burden  over  time  by  adding  brand  new  loans  at  higher  rates. 

As  noted,  in  the  current  environment,  that  traditional  process  has  broken  down. 
The  negative  yield  curve  has  made  new  loans  of  only  marginal  benefit  and,  since 
savings  flows  have  been  so  weak,  relatively  few  new  loans  have  been  made. 

In  addition,  the  portfolio  turnover  at  thrifts  has  been  exceptionally  slow  in  recent 
years.  High  mortfi^eige  rates  have  depressed  the  housing  market  with  most  of  the 
residential  activi^  depending  on  creative  financing  and  loan  assumptions.  Thus 
older  loans  with  low  yield  stay  "on  the  books".  Intervention  by  State  courts  to  pro- 
hibit the  exercise  of  due-on-safe  clauses  in  several  jurisdictions  has  also  slowed  down 
loan  turnover. 

Consequently  the  average  time  required  to  turn  over  the  mortgage  loan  portfolio 
has  increased  from  seven  years— the  rollover  estimated  in  1979— to  fifteen  years 
under  current  conditions. 

Despite  this  gloomy  picture,  the  problems  described  above  are  essentially  transi- 
tional. Even  if  rates  were  to  stay  at  or  near  current  levels  indefinitely,  the  earnings 
power  of  thrifts  would  gradually  improve  since  the  low-rate  loans  do  pay  off  eventu- 
aUy.  If  the  asset  structure  of  the  thrift  business  can  be  made  more  flexible  by  a 
switch  to  variable-rate  types  of  loans,  this  improvement  wUl  be  accomplished  still 
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more  quickly.  For  thoee  institutions  with  the  net  worth  (reserves)  to  stay  the  course, 
this  problem  will  eventually  be  surmounted. 

Naturally,  the  transition  would  be  speeded  up  by  any  retreat  in  rates  from  the 
current  level.  Our  full  statement  to  the  Subcommittee  details  the  number  of  institu- 
tions which  will  exhaust  their  net  worth  in  the  coming  months  at  various  rate 
levels.  Lower  interest  rates  generally  will  greatly  enhance  the  prospects  for  a  return 
to  normal  mortgage  lending  and  communib^  service  for  many  institutions. 

Tlie  capital  mamtentmce  concept  embodied  in  H.R.  5568  has  the  same  effect  It 
will  act  as  a  mechanism  to  help  institutions  over  the  hump  as  the^  transform  their 
assets  over  time.  The  goal  is  to  prevent  institutions  which  are  basically  viable  from 
bein£  put  permanently  out  of  ousiness  through  failure  to  maintain  positive  net 
worm  during  this  transition  period  of  negatively-sloped  yield  curves. 

Mr.  Green.  The  comment  regarding  the  life  preserver,  that  anal- 
ogy I  think  is  an  excellent  one  and  perfectly  describes  our  situa- 
tion. 

What  we  are  saying,  though,  is  that  we  are  going  to  be  in  the 
water  for  awhile  and  that  we  have  got  to  have  some  subsistence  in 
the  form  of  food  during  that  time,  and  that  really  is  our  point 
there. 

There  is  one  thing  about  interest  rates  that  you  tcdked  about, 
low-yielding  loans  pa3dng  off.  We  went  into  this  situation  about  2 
years  ago  where  the  average  life  of  a  long-term  loan  was  some- 
where around  8  years,  and  with  interest  rates  going  up  as  vig- 
orously as  they  have  the  last  2  years,  people  have  wanted  to  main- 
tain those  low-yielding  mortgages,  and  so  the  average  life  now,  ac- 
cording to  some  of  our  most  recent  studies,  is  mavbe  18  years. 

Now,  further  complicating  our  problem,  to  get  back 

Mr.  ScHUMER.  But  at  a  higher  interest  rate. 

Mr.  Green.  No,  these  are  still  at  the  low  rate. 

Mr.  ScHUMER.  Do  you  have  any  comments,  Mr.  Masterton? 

Mr.  Masterton.  Yes.  I  will  try  to  make  it  brief,  but  there  are 
several  issues  involved.  If  we  had  stability,  which  is  the  underlying 
assumption  of  your  argument,  we  would  not  have  a  problem,  and  S 
we  reach  a  period  of  stability,  the  problems  will  be  ameliorated. 

The  problem  is,  however,  that  change  is  so  discontinuous  that  we 
are  caught  in  the  midst  of  it.  That  is  where  we  are.  We  have  got  to 
see  a  rollover  of  our  mortgages.  That  is  going  to  take  time.  They 
will  not  roll  over  unless  other  mortgages  are  being  made.  So  hous- 
ing has  got  to  be  active,  the  economy  has  got  to  be  active.  That  is 
why  housing  has  led  us  out  of  recessions  before.  It  makes  things 
happen.  And  when  they  happen,  it  is  like  the  tide  that  lifts  all  the 
boats  up  in  my  part  of  the  country.  Everyone  lifts  with  it. 

So  we  have  got  to  have  that.  But  if  we  don't  address  some  other 
fundamental  immediate  and  long-term  problems,  we  are  going  to 
be  right  back  in  the  same  soup  again. 

First  of  all,  I  very  much  sympathize  with  Chairman  Gonzalez' 
opening  comments  about  deregulation.  We  have  got  to  recognize 
the  reality  of  the  problems  that  deregulation  is  causing  at  this 
minute,  not  in  the  long  term  but  right  at  this  minute,  of  imposing 
arbitrary  short-term  deregulation  activities  that  a  mcgor  se^ctor  of 
the  financial  industry  simply  cannot  afford  now.  Not  next  year,  not 
the  year  after,  but  right  now. 

I  could  submit  an  argument  and  defend  it  that  if  we  had  not  had 
that  deregulation  over  the  last  2  or  3  years,  many  of  our  discus- 
sions today  would  not  be  held.  I  can  pose  an  argument  and  defend 
it  that  deregulation  is  part  of  the  cause  of  our  problem,  but  we  will 
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not  go  into  the  time  on  that.  But  if  we  do  not  address  some  other 
ftmckunental  issues  that  have  been  involved  in  bills  in  both  the 
Senate  and  House  relative  to  the  long-term  balance  of  powers  be- 
tween our  kinds  of  institutions,  the  kind  of  changes,  some  of  which 
are  taking  place  de  facto  by  mergers,  which  are  happening  the 
Congress  addressing  it,  if  we  do  not  address  those,  if  this  Congress 
does  not  address  those  and  we  get  through  the  short-term  issue  and 
say  it  is  all  over  with,  Congressman,  we  will  be  back  into  it  in  the 
next  cycle. 

I  mean  as  many  laws  as  you  can  pass,  I  would  love  you  to  pass 
one  that  says  abolish  interest  rates,  economic  cycles;  but  that  is  im- 
possible. We  will  have  another  cycle. 

Mr.  ScHUMER.  We  will  have  tJiat  bill  out  next  week.  [Laughter.] 

Mr.  Masterton.  Rest  assured  we  will  campaign  hard  and  lobby 
for  it.  [Laughter.] 

But  that  is  the  short  term.  It  is  necess€uy  to  get  through  the  long 
term  by  addressing  the  issues  that  the  Congressman  so  rightly  puts 
into  his  bill,  but  we  have  to  see  all  of  those  pieces  come  together. 
There  is  no  quick  fix.  We  know  that. 

Mr.  ScHUMRR.  I  just  have  another  question. 

Mr.  Coles,  did  you  want  to  comment? 

Mr.  Coles.  I  would  simply  like  to  add  that  what  we  are  address- 
ing is  the  ability  of  our  associations  to  create  new  assets,  and  if  we 
can  determine  the  rate  at  which  we  can  create  new  assets,  then  we 
can  respond  directly  to  your  question,  how  long  will  the  turn- 
around time  be. 

I  would  only  add  that  another  key  ingredient  in  the  formation  of 
new  assets  is  that  of  deposit  flows  into  our  institutions,  so  we  are 
addressing  not  only 

Mr.  ScmJMER.  I  would  just  like  to  see  something  in  writing  that 
takes  a  macro  view  as  opposed  to  one  individual  or  two  individual 
banks  sending  me  information  on  their  liability  side.  I  am  not 
going  to  count  them  either.  I  know  what  is  what.  But  I  forget,  you 
guys  have  strange  ways  of  calling  a  surplus  something  that  I  don't 
call  a  surplus  at  all. 

The  other  question  I  have  is  that  this  afternoon  a  few  people  are 
going  to  testify,  and  I  just  happened  to  read  a  statement  in  which  a 
combination  of  people  said — ^I  cannot  find  it  here — but  that  the  bill 
before  us  needs  perfecting.  I  guess  we  all  agree  with  that.  Here  it 
is.  But  that  what  they  would  actually  want  to  see  in  the  bill  is — 
and  I  will  just  read  you  the  letter  and  tell  you  who  signed  it,  al- 
though you  can  listen  to  them  or  your  representatives  can  this 
afternoon. 

It  says: 

Specifically,  we  urge  the  committee  to  incorporate  into  the  proposed  legislation 
the  guidelines  discussed  in  the  joint  statement,  which  follows.  Tint  and  foremost, 
these  guidelines  have  a  requirement  that  S&Ls  and  savincs  banks  advance  at  least 
50  percent  of  their  total  assets  in  long-term  mortgages  tnat  are  eitiier  fixed  rate 
mortgages  or  adjustable  rate  mortgages  with  reasonable  constraints  for  rate  in- 


I  would  just  like  some  comments  on  that. 

Mr.  Green.  Congressman  Schumer,  let  me  sav  that  our  industry 
wants  to  maintain  its  traditional  role  of  being  the  champion  of  the 
homeowner.  I  think  the  great  majority  of  our  industry  recognizes 
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our  commitment  to  housing.  Some  of  the  additional  activities  that 
we  want  to  involve  ourselves  in  are  only  for  the  purpose  of  better 
supporting  housing  over  the  long  pull.  The  one  thing  that  we  have 
got  to  keep  uppermost  in  our  minds  is  that  there  is  no  way  to  in- 
volve ourselves  in  the  competitive  race  for  savings  at  volatile 
money  market  rates  without  having  an  instrument  on  the  other 
side,  the  loan  side,  that  flows  up  and  down  with  the  marketplace. 
You  cannot  control  one  of  these  things  and  let  the  other  one  go 
free. 

We  are  doomed  to  failure  if  that  is  what  we  set  out  on,  so  this 
statement  has  got  to  be  reasonable  in  that  we  have  got  to  have 
income  to  justify  payment  of  market  rates  for  savings. 

Mr.  ScHUMER.  Is  that  a  consensus,  I  suppose,  among  everybody? 

Mr.  Masterton.  I  think  that  is  very  well  said.  The  record  shows 
in  States  in  which  savings  banks  which  have  some  historic  differ- 
ence from  savings  and  loan  associations — which  you  and  others 
would  understand  from  the  Northeast — that  in  those  States  where 
broadened  powers  have  existed,  the  support  of  housing  has  contin- 
ued. 

In  my  own  State  we  have  led  the  country  in  the  breadth  of 
powers  for  institutions,  and  we  still  have  between  65  and  75  per- 
cent of  our  assets  in  all  of  our  banks  and  housing.  We  have  sup- 
ported it.  We  are  wedded  to  it.  It  is  important  to  us.  We  just  feel 
that  arbitrary  restrictions  in  asset  composition  is  a  bad  step. 

Mr.  ScHUMER.  There  were  two  parts  to  this.  One  was  the  50  per- 
cent and  one  was  the  type  of  mortgage  you  ought  to  hold.  )K^t 
would  be  your  feeling  about  the  50  percent?  Negative? 

Mr.  Masterton.  I  would  just  say  that  arbitrary  limits  are  irrele- 
vant. 

Mr.  Schumer.  Any  other  comments? 

Mr.  Muse.  My  only  comment  would  be  this.  There  is  nothing 
wrong  with  the  50  percent  if  you  have  a  viable  market  condition. 
No  one  should  be  under  those  sorts  of  enciunbrances  to  meet  some 
arbitrary  guideline  if  there  is  no  business  with  those  types  of  prod- 
ucts out  there  to  invest  in. 

The  only  one  thing  that  comes  out  of  this  experience  of  the  last  2 
years,  that  there  have  been  so  many  changes  in  the  ball  game.  I 
am  somewhat  like  the  chairman.  I  have  been  around  a  little  wMle. 
I  started  in  this  business,  or  in  the  real  estate  business  over  40 
years  ago,  so  I  did  business  with  the  HOLC  back  in  1940  and  1941. 
I  have  been  involved  in  all  phases  of  this  activity,  rightfully  or 
wrongfully,  for  40-some  years,  so  I  know  something  about  the  com- 
mercial banking  side. 

Normally  in  the  financial  community  we  are  not  accustomed  to 
making  waves.  By  that  I  mean  we  usually  move  along  certain  pre- 
ordained or  prescribed  patterns.  But  more  things  have  happened  in 
the  last  3  years  in  the  financial  community  than  have  happened  in 
the  previous  40  years,  I  believe. 

Chairman  Gonzalez.  I  think  the  record  ought  to  show  that  Mr. 
Muse  had  reference  to  chcdrman  No.  1  and  not  chairman  No.  2. 
[Laughter.] 

Well,  we  will  go  into  round  two. 

Mr.  Stanton. 


Digitized  by  VjOOQ IC 


917 

Mr.  Stanton.  Mr.  Green,  I  am  just  getting  around  to  reading 
your  testimony  on  the  warehousing  package.  This  is  certainly  in- 
triguing. You  make  the  statement  that  if  Treasury  rates  remain  at 
$7.5  billion,  it  would  require  a  warehousing  of  $250  billion  in  mor- 
tages  of  less  than  9  percent.  I  have  checked  with  the  Home  Loan 
Bsmk  Board  in  the  last  couple  of  days,  and  I  am  trying  to  think 
what  they  told  me.  It  seemed  to  me  there  were  about  $650  billion 
all  together  in  institutions's  total  deposits. 

Mr.  Green.  That  is  in  savings  and  loans;  yes,  sir,  that  is  correct. 

Mr.  Stanton.  And  it  seemed  to  me  they  gave  me  the  figure  of 
$400  billion  of  mortgages  at  10  percent  or  less. 

Now,  they  were  going  to  do  some  checking  on  that  for  me,  and 
they  were  in  my  office  and  did  not  have  any  statistics.  But  yours 
are  correct? 

Mr.  Green.  Congressman  Stcmton,  I  think  if  you  will  look  to  ex- 
hibit 4  of  our  total  prepared  statement,  we  have  a  breakdown,  an 
exact  breakdown  of  the  ranges  of  those  loans,  and  I  think  that 
would  respond  to  your  question,  sir. 

Mr.  Stanton.  All  right,  I  will  pass  over  that  one,  then.  I  am  de- 
lighted to  have  this  material.  Like  the  chairman  said,  all  of  us  are 
looking  at  ideas  and  suggestions,  and  of  course,  we  have  to  base  it 
on  the  proper  figures  to  work  from.  Then  I  once  again  had  to  get 
csdled  out,  but  I  think  it  was  in  answer  to  Mr.  Schiuner,  and  right- 
fudly  so,  you  made  the  comparison  between  your  assets  and  liabil- 
ities where  your  hand  is  tied,  on  the  one  haiid,  and  your  need  for 
an  instrument  to  draw  the  loans  back  in,  on  the  other. 

I  presume  you  were  alluding  to  some  t3rpe  of  a  money  market 
certificate  that  could  keep  the  funds  that  you  now  have  in  competi- 
tion with  your  competitors?  Did  I  catch  part  of  that  conversation 
with  Mr.  Schiuner?  Was  I  right  in  that  regard,  that  you  were  talk- 
ing about  the  der^ulation  of  the  asset  side  and  the  liability  side? 
Am  I  right  on  that  conversation? 

Mr.  Green.  Yes,  sir.  You  cannot  deregulate  one  side  of  our  busi- 
ness and  then  require  us  to  invest  in  fixed-rate,  fixed-term  mort- 
gages on  the  other  side.  We  would  get  ourselves  a  year  or  2  years 
down  the  pike  into  the  same  problem  that  we  find  ourselves  in 
right  now.  These  things  must  move  in  synch. 

Mr.  Stanton.  It  is  a  little  bit  different.  I  thought  maybe  you 
were  alluding  to  the  fact  of  the  need  for  a  competitive  short-term 
instrument.  There  has  been  talk,  and  all  I  know  is  what  I  read  in 
the  paper,  of  the  Depository  Institution's  forthcoming  decision  in 
the  next  week  in  regard  to  some  instrument  that  would  be  competi- 
tive and  the  need  for  that  or  for  90-day  certificates  and  the  rest  of 
the  DIDC's  agenda. 

I  guess  my  question  would  be  this.  The  problem  there  lies  in  will 
there  be  a  cmferential  or  will  there  not  be  a  differential  in  that  in- 
strument? I  assure  you  I  am  one  Member  of  Congress  that  will 
never  t€dk  or  never  ask  a  member  of  the  DIDC  Committee  to  sway 
them  in  one  way  or  another,  and  that  is  because  I  was  naive 
enough  when  we  set  it  up  to  think  that  what  we  were  doing  was 
removing  it  from  political  consideration.  That  was  one  of  the  most 
naive  things  we  ever  did. 

But  it  bothered  me  and  I  am  sure  it  bothers  other  people,  too. 
You  know  we  are  looking  for  solutions  to  the  saving  of  an  industry, 
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and  we  are  very  conscientious  about  it  and  we  are  doing  it  not  for 
the  saving  of  the  institutions  per  se  but  in  the  best  interest  of  the 
United  States  and  our  constituents. 

But  you  have  to  wonder,  is  this  differential  an  absolute  necessi- 
ty? Is  this  where  your  competition  comes  from?  And  I  am  thinking 
of  the  smaller  banks,  more  or  less,  that  were  in  decades  gone  by, 
the  competitor  back  home,  but  in  reality  now  the  Sears  and  Roe- 
bucks and  the  others  are  going  to  be  the  competitors. 

Mr.  Green.  Mr.  Congressman,  we  are  certainly  not  suggesting 
that  this  differential  be  a  permanent  thing.  We  are  on  record  as 
saying  that  we  would  be  perfectly  willing  to  have  a  differential 
that  would  phase  itself  out  of  existence  as  H.R.  4986  phases  all  in- 
terest rate  controls  out  of  existence.  I  refer  you  to  exhibit  1  of  our 
testimony  and  to  that  chart.  Late  1979  is  when  the  differential  was 
removed.  At  that  time  the  curve  on  net  savings  gained  of  commer- 
cial banks  takes  a  remarkable,  steep  rise.  At  tlmt  same  time  the 
slope  on  inflows  to  savings  and  loan  associations  and  thrift  institu- 
tions starts  dramatically  downward.  It  continues  dramatically 
downward. 

During  the  same  period  of  time,  profits  at  commercial  banks  take 
a  rise,  and  profits  at  savings  and  loans  just  continue  to  deteriorate. 
We  are  saying  that  one  element  of  solving  this  problem  on  a  short- 
range  basis  could  be  the  return  of  a  differential  on  a  short-term  ac- 
count, and  that  that  would  speak  to  our  problem  of  liquidity, 
having  funds  available.  It  would  be  something  that  would  not  cost 
the  F^eral  Government  1  cent  to  assist  us  in. 

Mr.  Stanton.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Stanton. 

Mr.  Chairman. 

Mr.  St  Germain.  Thank  you.  In  response  to  one  of  Mr. 
Schumer's  questions  I  think  one  of  you  answered  that  deregulation, 
the  actions  of  the  depository  institution's  deregulatory  committee, 
has  been  very  harmful  and  deleterious  to  you  in  increasing  the 
rates  that  are  paid  on  most  small  savers  certificates,  et  cetera,  et 
cetera.  Did  I  hear  correctly? 

Mr.  Masterton.  I  believe  that  was  my  comment.  Congressman. 

Mr.  St  Germain.  By  the  same  token,  were  you  still  under  the 
previous  constraints,  a  lot  of  this  could  have  happened  anyway, 
and  I  think  it  would  have  had  to  happen  anyway.  You  cannot 
ignore  what  Mr.  Stanton  brought  out;  you  cannot  ignore  the  money 
market  funds.  I  mean  they  came  into  play,  again  an  accident  of  cir- 
cumstance, but  they  really  took  off,  so  to  speak,  about  the  same 
time  as  this  occurred.  Absent  the  certificates,  the  higher  3delding 
certificates  that  you  have,  I  feel  very  stronglv  it  would  have  been  a 
total  disaster  because  the  money  market  funds  would  just  have 
eaten  it  all  up. 

Am  I  not  accurate  in  that? 

Mr.  Masterton.  Well,  we  certainly  concur  with  your  statement 
about  the  money  market  funds.  Congressman.  We  remain  very  con- 
cerned about  their  role.  They  have  been  the  great  cause  of  our  de- 
posit outflows.  We  can  easily  trace  them,  readily  trace  them.  Our 
concern  remains  that  they  are  under  so  few  of  the  restrictions  that 
we  are  under,  for  example,  the  absence  of  reserves  on  what  have 
obviously  become  transaction-type  accounts.  Without  those  obliga- 
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tions  they  have  just  continued  to  grow,  and  you  are  certainly  right, 
they  are  consuming  great  dollars,  billions  of  dollars  of  our  moneys. 
There  is  no  question  about  it. 

Mr.  St  Gerbaain.  Your  are  from  the  State  of  Maine. 

Mr.  Masterton.  Yes,  I  am. 

Mr.  St  Germain.  We  had  hearings  back,  I  think,  in  1978,  at 
which  time,  having  done  a  study,  we  found  that  some  of  the  com- 
mercials up  there  were  still  paying  3  percent  on  their  passbook  ac- 
counts. Do  you  know  what  the  rates  are  now  on  passbook  accounts? 

Mr.  Masterton.  Well,  I  think  that  they  may  still  be  under  5  per- 
cent in  some  cases  where  there  is  little  competition.  In  1975  we  got 
statewide  branching  laws  passed,  and  I  think  that  generally  compe- 
tition has  brought  them  up.  But  we  have  not  been  immune  to  the 
money  market  funds  in  our  area.  We  can  trace  a  study  done  2 
years  ago.  At  that  point  in  time  over  $200  million  of  funds  had 
flown  out  of  our  State,  and  as  we  have  testified  many  times,  I  know 
of  no  money  market  fund  that  has  ever  made  a  home  mortage  loan 
or  an  auto  loan  or  a  construction  loan  or  helped  any  of  us  redeve- 
lop our  cities,  and  that  burden  has  remained  on  us. 

I  can  tell  you  in  our  State  and  throughout  New  England,  as  you 
know.  Congressman,  the  role  of  our  thrift  institutions,  redeveloping 
our  cities,  whether  it  is  Providence  or  Bridgeport  or  Portland  or 
Boston,  those  roles  have  been  significant.  And  we  cannot  now 
simply  say,  well,  the  Federal  policy  has  changed,  we  are  now  going 
to  bring  down  inflation  with  high  interest  rates,  your  40  years  of 
supporting  urban  redevelopment  and  housing  were  fine  and  thank 
you  very  much,  but  now  we  are  going  to  find  someone  to  merge  you 
with  out  of  Los  Angeles  or  Qiicago. 

Who  is  going  to  take  over  that  task?  We  talk  about  a  50-percent 
responsibility  for  housing.  I  have  25  percent  of  my  resources  in 
commercial  loans,  a  quarter  of  which  are  in  health  care.  Who  is 
going  to  take  that  over?  No  doctors  offices,  nursing  homes,  hospi- 
tals from  one  end  of  my  State  to  the  other. 

The  essential  problem  that  the  Congressman  addresses  in  the  bill 
of  buying  us  some  time  to  deal  with  the  fundamental  issues  is  the 
first  order  of  priority  again,  Con^essman  Stcmton.  Without  capital, 
you  do  not  exist.  You  become  illiquid.  And  that  whole  confidence, 
not  only  the  accounting  technology  of  it  but  the  public  confidence, 
has  just  got  to  be  restored  now. 

Mr.  St  Gerbaain.  I  do  not  know  if  you  gentlemen  are  aware  of 
this.  Do  I  recognize  Mr.  Wolfe? 

Mr.  Green.  Mr.  Wolfe  had  to  leave.  He  had  an  urgent  situation 
he  had  to  go  to.  Sir,  this  is  Mr.  George  Briody  from  the  Chicago 
area,  and  Chicago,  as  you  know,  is  one  of  the  hardest  hit  areas  of 
our  country  in  the  business.  He  was  in  charge  of  our  capital  main- 
tenance program  committee,  and  if  you  have  the  time,  he  would 
like  very  much  to  at  least  make  a  very  short  statement. 

Mr.  St  Germain.  I  am  sorry  Mr.  Wolfe  left  because  this  commit- 
tee went  to  Seattle,  Wash.,  for  a  hearing  on  the  economy,  and  we 
encountered  a  most  unusual  situation.  We  saw  a  picket  line  out 
there,  the  best-dressed  pickets  I  have  ever  seen  in  my  life,  led  by 
Mr.  Wolfe.  They  had  all  of  these  S.  &  L.  and  mutual  people  picket- 
ing. They  were  a  little  upset  with  a  fellow  named  Paul  Volcker, 
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and  they  had  this  sign.  It  was  a  regular,  good  old-fashioned  picket 
line  with  about  200  of  them  circling  the  entrance. 

Mr.  Green.  Mr.  Wolfe  also,  Mr.  Chairman,  is  the  one  who  drove 
his  Model  T  or  Model  A  from  Spokane  to  Washington,  D.C.,  with 
the  door  of  his  safe,  saying  that  you  have  taken  everything  else 
away  from  us,  here  is  the  door  to  the  safe,  too. 

Do  you  have  time  for  a  comment,  Mr.  Chairman? 

Mr.  St  Germain.  Well,  before  that,  I  just  want  to  make  this  ob- 
servation. Yesterday  we  had  the  homebuilders  and  the  realtors  and 
the  mortgage  bankers  testifying.  Now,  you  people  have  got  a  prob- 
lem. They  are  upset  with  you.  Are  you  aware  of  that? 

Mr.  Green.  I  understand  there  are  some  differences  of  opinion 
there. 

Mr.  St  Germain.  I  tell  you,  they  didn't  equivocate.  So  I  think 
you  had  better  engage  in  a  discourse  and  have  communications 
with  them  because  in  the  past  you  have  worked  together  on  behalf 
of  the  home  purchasers.  I  think  it  was  a  good  working  relationship 
that  you  had  and  I  am  hopeful  that  you  can  reestablish  that  in  the 
near  future  for  the  benefit,  frankly,  not  of  yourselves  and  not  of 
the  homebuilders  and  the  realtors,  out  for  the  benefit  of  the  people 
out  there  that  would  like  to  be  able  to  buy  a  home  and  for  the 
people  who  are  out  of  work  because  the  saw  mills  have  shut  down 
in  Seattle  and  there  is  no  work  for  the  people  out  there  felling  the 
timber. 

The  carpet  manufacturing  plants  in  the  Atlanta  area  are  shut 
down.  The  hardwood  plants  that  sm)ply  the  furniture  industry  are 
just  about  out  of  business  as  well.  They  are  not  doing  a  dam  thin^. 
There  are  a  lot  of  people  out  of  work  as  a  result  of  that.  So  it  is 
important,  I  think,  to  our  economy  and  to  the  home  purchasers 
and  to  the  people  that  work  in  homebuilding  and  all  of  its  satellite 
industries  that  you  have  a  meeting  of  the  minds  and  get  together 
again. 

Mr.  Green.  Certainly  your  advice  is  extremely  good,  Mr.  Chair- 
man, and  we  will  continue  to  try  to  do  so;  but  we  nave  found  that 
the  survival  instinct  is  a  very  strong  one,  and  this  is  really  what 
we  are  talking  about  here  today,  sir. 

Chairman  Gonzalez.  Mr.  Briody,  would  you  like  to  make  a  state- 
ment? 

Mr.  Briody.  Thank  you.  I  think  Roy  Green  asked  for  me  to  speak 
just  to  dispel  the  notion  that  I  came  here  as  his  bodyguard.  [Gener- 
al laughter.] 

I  am  from  Chicago.  In  our  area,  there  is  only  one  major  institu- 
tion given  current  circumstances  that  has  enough  net  worth  to  be 
around  at  the  end  of  next  year,  and  I  am  talking  about  the  major 
institutions,  the  large  ones.  I  am  a  little  institution.  So  I  compli- 
ment you,  gentlemen.  You  are  right  on  target  with  an  awareness  of 
what  the  problem  is,  and  Chairman  St  Germain,  you  echoed  my 
sentiments  exactly  when  you  said  these  asset  expansion  powers  are 
nice,  but  unless  we  do  something  today  we  are  not  going  to  be 
around  to  enjoy  them,  and  I  think  that  is  about  the  situation  that 
has  been  pretty  well  stated  up  and  down  the  witness  table  here. 

Chairman  Gonzalez.  Thank  you  very  much.  I  wanted  to  say  I 
did  not  get  to  meet  Mr.  Wolfe,  and  I  was  not  able  to  join  you,  Mr. 
Chairman,  unfortunately,  on  that  trip  to  Washington,  but  had  I 
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known  of  this,  I  certainly  would  like  to  have  seen  him,  to  see  how 
he  could  help  me  rustle  up  some  support  for  my  impeachment  reso- 
lution of  Paul  Volcker;  but  we  will  just  have  to  find  a  way  to  con- 
tact him  later  to  see  what  kind  of  influence  he  can  muscle  up  for 
me  here  in  the  Congress. 

The  only  reason  that  I  am  going  to  indulge  and  impose  upon  you 
is  to  continue  some  of  the  very  important,  I  think,  the  critical 
things.  I  might  also  add,  Mr.  Chairman,  you  mentioned  about  the 
homebuilders  and  all.  The  impression  I  had  was  that  they  were  not 
so  much  put  out  with  the  savings  institutions  as  they  were  saying 
that  they  felt  the  savings  institutions  had  been  compelled  to  con- 
vert into  banking,  to  go  into  the  banking  business,  and  therefore 
they  echoed  what  I  have  been  troubled  with,  and  that  is  that  this 
problem  that  confronts  us  today  is  radically  different  from  what  we 
have  had  before,  even  if  interest  rates  were  to  fall,  and  part  of  it 
has  been  the  congressional  action  on  such  things  as  deregulation 
and  the  like,  in  which  the  structural  format  has  been  changed. 

There,  I  would  like  to  emphasize  two  parts  of  Mr.  Coles'  testimo- 
ny, because  I  think  in  my  opinion  he  hit  the  target  on  page  2, 
where  he  says,  since  the  early  1930's  there  has  been  a  well-under- 
stood policy  of  the  Federal  Government  to  assiune  substcmtial  re- 
sponsibility for  the  stability  of  the  Nation's  financial  intermediary 
^rstem,  which  ipso  facto  provides  also  the  credit  resources  for  home 
construction,  and  this  is  what  we  have  said  repeatedly  in  introduc- 
ing the  1982  Housing  and  Urban  Development  Act. 

The  other  was  a  complementary  statement  to  that  thought  on 
page  4,  at  the  beginning  of  the  second  paragraph,  and  I  quote: 

Beginning  about  4  years  ago,  the  market  £uid  the  Congress  told  us  we  were  not 
paying  a  fair  rate  of  return  to  our  depositors.  As  a  result,  market-sensitive  instru- 
ments were  created  to  stem  this  disintermediation,  and  give  the  saver  a  fair  shake. 

I  think  those  two  salient  points  are  the  things  that  we  basically 
must  address  fundament£tlly,  even  though  in  the  meanwhile  we 
have  got  to  praise  the  chairmcm  and  thank  him  for  doing  what  has 
to  be  done  now,  at  least  insofar  as  one  immediate  step  of  attempt- 
ingto  save  the  day. 

This  leads  to  the  fundamental  question  I  was  going  to  submit  in 
writing,  and  that  is  that  though  the  purpose  of  the  bill  which  we 
have  appended  to  this  hearing  is  to  preserve  the  mortgage  lending 
industrv,  there  are  many  among  the  homebuilders  and  others  who 
contend  that  mortgage  lending  is  what  got  us  in  trouble  in  the  first 
pl€tce,  if  the  industries  to  be  saved,  either  throiigh  this  bill  or  some 
other  mechanism,  will  continue  to  make  the  lion's  share  of  mort- 
gages, or  will  it  be  compelled  to  move  aggressively  into  other  areas 
for  its  own  self-preservation,  that  is,  competing  with  the  banks, 
competing  with  the  new  gimmicks  and  all,  and  this  is  a  fundamen- 
tal question,  and  we  are  going  to  have  to  address  it,  as  I  see  it,  Mr. 
Chairman,  inescapably,  and  perhaps  as  soon  as  possible. 

Do  you  feel  that  even,  say,  if  interest  rates  were  to  fall  and  dra- 
matically, I  mean,  really  dramatically,  say  by  the  end  of  this 
month,  down  to  12  percent  or  less,  even,  woidd  that  in  effect  insure 
the  return  of  the  savings  institution  into  the  fixed  long-term  mort- 
gage activit}^? 

Mr.  Coles.  If  I  may. 
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Chctirman  Gonzalez.  Yes,  Mr.  Coles. 

Mr.  Coles.  I  know  that  some  of  our  sister  organizations  in  allied 
industries  are  concerned  that  we  as  institutions  will  become  banks, 
and  if  a  bank  is  defined  as  a  financial  intermediary  who  tries  to 
strike  a  balance  between  its  assets  and  liabilities,  yes,  we  will  all 
become  banks,  because  that  is  the  only  way  we  can  survive. 

Chairman  Gonzalez.  You  have  to  do  that  now. 

Mr.  Coles.  We  have  to  do  that  now.  But  then,  there  is  a  large 
and  rapid  jump  to  another  conclusion  that  if  we  are  banks  in  this 
balancing  of  our  assets  and  liabilities,  we  then  change  the  orienta- 
tion of  our  lending,  and  that,  sir,  I  believe,  is  not  necessary. 

For  example,  in  our  State  of  Texas,  we  have  for  the  last  15 
months  originated  all  of  our  loans  on  the  basis  that  the  rate  is  ad- 
justable in  accordance  with  our  State  law,  and  on  that  basis  we 
were  able  to  be  profitable  on  a  marginal  basis,  even  during  an  envi- 
ronment of  very  high  interest  rates,  and  there  are  a  number  of 
mortgage  instruments  that,  although  the  interest  rate  risk  is 
shared  between  the  lender  and  borrower,  also  provide  for  payment 

Elans  that  will  enable  first-time  homebuyers  and  upgrading  home 
uyers  to  continue  to  obtain  the  kind  of  housing  that  they  seek. 

So,  there  is  no  question  in  my  own  mind  that  with  the  new 
powers  we  have  on  the  asset  side  in  the  mortgage  field,  in  the  real 
estate-related  field,  that  we  will  remain  primaruy,  overwhelmingly 
in  the  mortgage  field. 

Mr.  Green.  Let  me  just  add  to  that,  Mr.  Chairman,  that  if  our 
industry  had  the  feeling  that  interest  rates  were  down,  and  would 
have  some  degree  of  stability,  I  think  you  would  see  a  lot  of  people 
offering  fixed-rate,  fixed-term  mortgages.  However,  I  think  the 
average  thrift  industry  executive  has  some  great  concerns  over 
whether  or  not  we  are  going  to  have  that  stability,  and  we  have  got 
to  protect  ourselves. 

You  know,  we  hear  a  lot  of  talk  about  the  problems  that  the  con- 
sumers see  with  the  adjustable  rate  mortgage.  Let  me  just  submit 
to  you,  sir,  that  if  we  had  been  given  15  years  ago  the  ac^ustable 
rate  mortgage  that  we  really  said  during  that  time  was  important 
to  our  longterm  well-being,  that  in  this  highest  interest  rate  period 
in  history  now,  that  we  could  be  loaning  money  out  on  an  ARM  at 
13  ¥2  percent  and  still  be  making  money,  because  of  the  average 
portfolio  rates  of  our  loan  portfolio  at  that  time.  So  ac^justable  rate 
mortgages  with  consumer  safeguards,  which  I  think  the  market- 
place will  absolutely  dictate,  could  be  very  much  in  the  best  inter- 
est of  the  citizens  of  America. 

Mr.  Masterton.  Mr.  Chairman,  I  would  add  a  few  things  to  that. 
I  think  that  it  is  our  belief  that  embodied  in  the  savings  banks  and 
savings  and  loans  of  America  is  the  greatest  mortgage  originating 
and  servicing  capacity  known  in  the  world's  history.  That  capacity 
can  be  used  and  is  being  used  to  originate  loans  for  sale  to  other 
investment  markets.  So,  it  is  essential  that  we  see  the  chain  from 
production  and  sale  to  origination  and  service  to  eventual  owner- 
ship. 

Now,  if  we  are  selling  those  loans,  and  in  response  directly  to 
your  question  of  will  we  make  long-term  fixed  rate  loans,  I  would 
return  to  you  another  question:  If  we  are  originating  them  for  sale, 
who  is  buying  them?  Are  the  pension  funds  going  to  buy  fixed  rate 


Digitized  by  VjOOQ IC 


923 

loans?  I  doubt  that.  Now,  perhaps,  if  they  can  see  a  non-variable 
rate  to  their  pensioners,  maybe  thev  will.  Will  the  public  accept  a 
fixed  rate  of  return  on  their  monthly  benefit?  The  answer  is  no. 
Therefore,  the  question,  can  they  make  investments  that  have  a 
fixed  return,  and  the  answer  again  is,  I  doubt  it. 

Will  FNMA  take  solely  fixed  rate  loans?  Well,  many  will  contend 
FNMA  has  enormous  difficulties  that  are  now  caused  by  their 
fixed-rate  loans,  and  intended  well-being  provisions  of  assiunption. 

So,  if  you  look  at  models,  as  many  of  us  have  in  Great  Britain 
and  the  Scandinavicm  countries,  where  they  continue  to  make 
loans,  those  loans  are  made  for  sale  to  secondary  markets.  They 
are  often  p^ged  right  to  the  cost  of  their  certificate,  and  all  float 
within  the  same  cycle,  and  the  business  continues. 

My  guess  is,  our  guess  is,  that  the  fixed-rate,  long-term  loan  may 
no  longer  exist  in  the  financial  world.  So,  the  question  of  whether 
we  originate  it  may  not  be  the  germane  question.  I  think  what  we 
will  see  as  we  develop  in  the  future,  again,  leaning  on  the  com- 
ments that  Mr.  Green  has  made,  that  our  need  to  develop  variabil- 
ity in  our  earnings  as  our  primary  competitors — the  money  market 
funds  and  the  commercial  banks  have — will  be  essential.  You  have 
to  have  equal  earning  capacity  to  pay  equal  rates. 

So,  I  thmk  that  is  the  fundamental  direction  we  must  go  to.  I  un- 
derstand the  irritation  that  the  home  builders  and  realtors  have 
with  this,  and  my  only  response  is,  if  we  are  not  here,  how  can  we 
help  you?  We  have  to  be  here  at  some  level  to  help  you.  It  may  not 
be  100  percent  of  our  resources,  but  they  have  always  had  our  com- 
mitment to  work  with  that  area.  They  have  got  to  trust  our  com- 
mitment in  the  future. 

Chairman  Gonzalez.  That  is  very  true,  sir,  and  it  is  the  issue, 
but  no  nation,  unless  committed,  and  providing  a  mechanism  for 
such  things  as  mortgages,  for  the  purpose  of  home  construction, 
has  ever  developed,  and  you  have  to  have  a  mechanism.  As  Mr. 
C!ole8  pointed  out,  since  the  thirties,  we  have  had  it,  and  it  has 
been  mostly  in  this  institutional  activity.  Now  it  looks  as  if  we  are 
faced  with  the  dilenuna  that  you  so  eloquently  described,  Mr.  Mas- 
terton.  I  do  not  agree  with  the  fact  that  high  interest  rates  can  be 
lived  with. 

All  the  historv,  throughout  the  written  history,  on  interest 
rates — there  has  been,  at  least  as  of  about  3  or  4  years  ^o — a  book 
written  by  a  very  diligent  man  who  has  for  years  lived  in  the  New 
York  Wall  Street  area,  and  he  wrote  a  book,  "The  History  of  Inter- 
est Rates,"  and  it  is  very  dramatic  in  what  it  docimients.  It  is  a 
very  expensive  book,  let  me  warn  you.  I  had  to  pay  $40  for  it 

But  what  I  am  tr3ring  to  say  is  that  if  the  thought  is  that  a 
Nation  such  as  this,  with  its  economy  structured  such  as  it  has 
been  and  is,  and  the  basis  for  what  we  call  the  American  way  of 
life,  thinks  that  it  can  live  with  usurious  and  extortionate  rates  of 
interest,  it  is  making  a  fundamental  and  abysmal  error.  It  is  delud- 
ing itself.  No  nation  in  the  history  of  mankind's  development — this 
is  the  reason  why,  even  in  the  time  of  Jesus  Christ,  it  was  against 
the  law  to  charge  one-tenth  the  rate  that  has  been  legitimati^  on 
the  national  level. 

The  idea  that  in  a  country  such  as  ours,  we  would  have  interest 
rates  of  21  percent,  is  just  impossible  to  believe.  Those  of  us  that 
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have  a  little  bit  of  background  that  exposes  us  to  other  countries, 
we  call  that  the  Third  World  or  undeveloped  country  type  of  econo- 
my, not  in  this  mass  production,  mass  consumption,  mass  credit 
availability,  instcdlment  purchases,  and  the  like,  which  is  the  basic, 
and  when  we  come  in  with  these  extortionate  rates  of  interest,  and 
the  Congress  sits  by,  and  we  suffer  the  reenactment  of  the  same 
conditions  that  led  even  to  the  Depression  of  1907,  that  in  turn  led 
to  the  enactment  of  the  1913  Federcd  Reserve  Act,  and  then  to  sit 
here.  Presidents,  leaders  of  Congress,  the  Chairman  of  the  Federal 
Reserve,  to  try  to  tell  us  that  interest  rates  are  an  act  of  God,  there 
is  nothing  that  can  be  done  about  it,  is  just  absolutely  unacceptable 
to  me. 

Maybe  I  am  radical  on  that,  but  I  have  not  yet  seen  any  reason 
why  on  an  intelligent,  rational  basis  I  can  accept  that  argument, 
and  I  have  seen  industrial  leaders,  and  I  have  seen  financial  lead- 
ers accept  it  and  act  as  if  this  is  an  act  of  God,  and  yet  I  think  it  is 
at  the  basis,  at  the  root  of  the  whole  problem.  I  don't  C€u*e  what 
anybody  says.  And  unless  and  until  we  do  that,  this  counti^  is 
going  to  be  pilloried.  It  is  going  to  be  crucified  on  this  cross  of  ex- 
tortionate and  usurious  interest  rates,  and  that  is  exactly  what  we 
have. 

We  have  legitimized  usury,  and  I  say  to  you,  gentlemen,  that  we 
can  have  all  of  these  gimmicks  and  everything,  but  until  we  get 
some  control  over  that,  and  it  is  controllable,  I  keep  asking  3ie 
economists  and  the  chairman,  why  is  it?  They  talk  about  deficits 
and  inflation.  Well,  at  the  height  of  World  War  H,  1945,  you  look 
at  the  statistics.  We  were  utilizing  46  percent  of  the  tot€d  gross  na- 
tional product  on  the  Federal  level,  and  yet  the  Government  never 
had  to  pay  even  on  an  average  of  2-percent  interest.  Tnmian,  the 
same  way,  conducted  a  war. 

Now^m-anted,  there  were  things  that  were  done.  There  was  tax- 
ation. There  were  other  things.  But  what  I  am  saying  is  that  you 
had  worse  inflationary  factors  potentially  there,  far  more  destruc- 
tive, potentially  destructive,  than  what  we  say  we  have  had  since 
1971,  when  the  Congress,  in  extremis,  adopted  the  socalled  Eco- 
nomic Stabilization  Act. 

What  I  am  saying,  gentlemen,  is  that  we  have  got  to  address  our^ 
selves  to  these  equally  fundamental  issues  that  are,  I  think,  at  the 
bottom  root  cause,  and  in  the  meanwhile,  of  course,  we  can  and  we 
should.  I  think  that  you  have  realized  that  on  this  level,  on  the  rep- 
resentative level.  There  is  and  has  been  deep  concern  that  we  have 
not  accepted  Secretary  Regan's  callous  remarks,  headlined  in  the 
Texas  papers  a  little  less  than  1  year  ago,  with  respect  to  the  fsdl- 
ure  of,  I  think  it  was  a  Chicago  savings  and  loan,  which  was  the 
first  recorded  type  of  defunct  activity  since  the  Depression,  and  his 
idea  was  that  there  is  no  Federal  responsibility,  and  don't  look  to 
the  Federal  Government. 

What  I  am  saying  is  that  on  the  representative  level,  on  the  con- 
gressional level,  there  is  this  bill  that  the  chairman  and  the  others 
that  support  it,  are  bringing  forth  as  an  attempt  to  recognize  not 
only  the  imminency  of  the  problem  but  the  urgency  for  action  on 
our  level. 

Mr.  Stanton.  Mr.  Chairman,  will  you  yield? 

Chairman  Gonzalez.  Certainly. 
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Mr.  Stanton.  Thank  you  very  much,  Mr.  Chairman.  I  certainly 
would  not  let  vour  remarks  pass  without  stating  for  the  record  that 
if  the  Honorable  Wright  Patman  were  still  with  us  today,  he  cer- 
tainly would  agree  with  you. 

Mr.  Green,  since  we  are  taking  the  time  here  to  give  our 
thoughts  on  this  extremely  important  question,  I  have  two  ques- 
tions in  principle.  The  one  approach,  of  course,  is  to  help  failing 
institutions  with  capital  infusions  or  whatever  you  would  want.  By 
doing  that,  of  course,  you  automatically  help  some  institutions  and 
you  don't  help  others.  You  create  in  the  marketplace  to  a  degree 
some  day  a  competitive  advantage  for  institutions  that  have  re- 
ceived Federal  help. 

That  could  occur  as  a  result  of  targeting  people  who  are  a  certcdn 
percentage  or  ratio  of  assets  to  liabilities  below  a  given  level  of  net 
worth.  Of  course,  your  swap  program  would  apply,  as  I  understand 
it,  to  all  institutions.  Am  I  correct?  All  savings  mstitutions,  primar- 
ily; maybe  some  small  commercial  banks?  I  understand,  under  your 
guidelines,  only  15  of  the  2,000  credit  unions  would  be  involved. 

Some  of  us  on  the  committee,  like  the  chairman  and  I,  of  course, 
have  been  through  New  York  City,  and  some  certain  parallels  can 
be  given,  Chrysler  Corp.,  and  in  all  of  those  cases,  the  restrictions 
that  were  imposed  by  the  lawmakers  upon  the  institutions  in  the 
city  receiving  aid  were  very  stringent,  very,  very  tough.  Many 
people  think  we  not  only  bailed  out  New  York  City,  but  in  the  final 
program  that  was  put  together  by  President  Ford,  no  other  city  I 
know  of  came  forth  to  ask  for  the  same  kind  of  treatment.  That 
was  very  tough. 

I  think  the  other  automakers  would  agree  with  Chrysler.  I  mean, 
the  Federal  Government  is  involved  in  the  day-to-day  operation, 
that  the  people  assigned  by  the  Treasury  Department  have  moved 
into  that  coiporation. 

In  all  of  this  talk  on  savings  and  loans,  I  have  never  heard  of 
there  being  any  restrictions  or  requirements  in  regard  to  these  in- 
stitutions that  would  receive  Federal  aid. 

Would  you  have  any  thoughts  in  regard  to  that?  Do  you  think 
that  that  is  a  fair  question  to  ask,  and  that  we  should  explore  that 
when  aid  is  given,  depending,  of  course,  upon  the  type  of  aid,  that 
certcdn  restrictions  attach  to  it? 

We  are  coming  around  to  at  least  talking  of  something,  you  see, 
and  when  you  go  afoul  of  that,  you  do  think  out  loud,  mavbe,  of  the 
problems  that  one  foresees  down  the  road  with  our  colleagues  or 
ourselves.  You  obviously,  in  the  cases  where  you  do  help  everybody, 
or  where  you  are  helping  some  and  you  do  not  help  others,  have  to 
consider  improving  conditions.  We  Imow  we  are  going  to  help  some 
people  that  are  going  to  go  regardless,  and  should  we  give  thought 
to  the  types  of  restrictions  that  people  should  receive?  Why  should 
we  give  it  to  your  organization  and  then  allow  you  to  go  out  and 
get  a  25-percent  salary  increase? 

Mr.  Green.  Well,  Congressman  Stanton,  let  me  say  that  the  capi- 
tal maintenance  program — we  have  some  examples  of  this  on  a 
preliminary  basis — that  the  Bank  Board  has  already  used.  There 
are  some  stringent  requirements  that  go  along  with  this;  I  think  as 
a  general  rule  our  industry  and  our  institutions  would  not  particu- 
larly like  to  have  a  Big  Brother  there  with  them. 
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However,  if  this  cannot  be  avoided,  here  again,  self-presorvation 
is  of  the  utmost  importance  to  us.  All  institutions,  whether  they 
were  above  this  arbitrary  percentage  net  worth  requirement,  would 
have  the  benefit  of  having  the  safety  net  if  things  continued  to  go 
in  the  direction  they  are  going.  And  so,  this  wrald  be  something 
that  could  be  beneficial  to  all  institutions  over  the  long  pull. 

You  are  right  that  as  we  envision  the  swap  program,  all  types  of 
institutions,  I  think,  if  they  have  a  certain  percentage  of  loans 
within  their  portfolio  that  are  long-term  residential  type  loans, 
would  qualify. 

The  only  other  comment  that  I  would  like  to  make  is  that  there 
is  a  difference  between  the  thing  that  you  have  described,  and 
Chrysler  Basically  we  have  a  partnership  that  we  have  had  with 
the  Government,  a  partnership  not  only  in  the  insurance  of  ac- 
counts, but  in  the  delivery  of  loan  services  to  Americans  to  provide 
for  homeownership.  That  partnership  that  has  sort  of  channeled  us 
into  the  position  we  find  ourselves  in  now,  we  think,  is  a  very  logi- 
cal and  good  reason  that  the  Government,  too,  should  be  a  partner 
with  us  in  a  short-term  situation  to  allow  us  to  essentially  come 
through  this  period  to  where  we  can  return  to  profitability  and 
return  to  that  mission  of  providing  for  the  legitimate  borrowing 
needs  of  households  of  Americans  once  again. 

Mr.  Stanton.  Mr.  Green,  though,  if  you  follow  your  logic  to  the 
proper  conclusion,  couldn't  you  reverse  that  and  almost  say  that 
we  have  a  partnership,  and  therefore  the  Federal  Government  is 
entitled  to  make  sure  you  have  a  profit?  Do  you  think  that  is  the 
case? 

Mr.  Grebn.  No,  sir,  I  don't.  I  guess  one  could  argue  that,  but  I 
certainly  would  not  look  for  that  at  all.  We  have  just  changed  es- 
sentially the  rules  of  the  game  here,  in  that  through  30  or  40  j^ears 
of  saying  that  you  have  got  to  do  a  certain  thing  because  there  are 
national  housing  goals  that  this  country  feels  are  important,  and 
that  the  only  instrument  that  we  had  available  for  that  purpose 
until  May  of  1981  was  the  long-term,  fixed-rate,  fixed-term  mort- 
gage, all  we  are  saying  is  that  that  is  a  problem  that  we  would  like 
for  you  to  help  us  speak  to  on  a  temporary  basis. 

Mr.  Masterton.  Mr.  Chairman,  I  would  add  one  small  item.  I 
think  that  Mr.  Green  has  evidenced  a  difference  between  the  types 
of  situations,  New  York,  Chrysler,  and  so  forth,  that  you  descnoe, 
not  only  the  difference  that  we  start  out  with  the  Government 
having  a  contingent  liability  that  did  not  exist  there,  but  also  the 
fact  is  that  we  already  have  in  place  regulators  who  set  those  kinds 
of  stringent  requirements. 

We  have  suggested,  and  I  can  understand  the  reasons  for  your 
criticizing  a  new  £^ncy  to  really  operate  between  and  jointly  with 
FDIC  and  FSLIC.  The  reason  is  that  currently  both  of  those  insur- 
ing agencies  use  different  standards  in  dealing  with,  for  example, 
net  worth  requirements.  A  savings  and  loan  can  operate  to  zero  net 
worth,  and  continue  to  be  allowed  to  operate,  whereas  the  FDIC 
reallygets  pretty  apoplectic  when  you  are  3Vi-percent  net  worth. 
The  FDIC  has  a  minimum  of  &-percent  net  worth  standard  while 
the  FSLIC  is  3  percent. 

What  we  are  suggesting  is  that  there  be  some  evenhandedness 
here,  and  an  agency  which  really  could  be  staffed  by  the  combined 
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group  should  be  charged  with  what  we  would  suggest  is  the  broad 
discretion  in  flushing  out  the  intent  of  the  Congress,  setting  out 
those  particulars  that  would  be  consistent  between  the  two,  but  be 
very  specific  as  to  your  expectations. 

That  is  the  principal  reason  why  we  suggested  another  agency 
between  the  two  existing  ones,  and  we  are  suggesting  that  it  should 
be  no  cost,  if  possible,  a  board  perhaps  that  even  not  only  has  both 
agencies  represented  but  perhaps  the  industry  itself,  and  also  the 
State  examiners  who  have  a  major  role  in  this.  They  are  very  often 
being  preempted  on  a  State  level  by  Federal  action,  and  their  voice 
should  be  heard  as  to  the  intent  of  the  thrust.  That  is  the  way  we 
see  that  policy  board  that  could  follow  through  your  intent,  Con- 
gressman. 

Mr.  Stanton.  I  don't  know  whether  or  not  you  need  another 
agency,  another  board  down  the  road.  Certcdnly,  the  combination  of 
the  existing  two  boards  into  one  head — I  can  foresee  that — and  I 
can  foresee,  in  a  historic  time  in  the  period  that  we  are  in,  of  the 
need  for  (Government  understanding  of  a  transitory  period,  the 
type  of  which  we  have  not  had  in  50  years. 

I  think  as  we  look  down  the  road  10  or  20  years  now,  with  all  of 
the  changes  and  everything,  it  is  certcdnly  conceivable  that  the  in- 
stitutions as  we  now  know  them,  or  their  assigned  responsibilities, 
will  no  longer  be  there.  It  is  getting  through  this  transition  period 
in  which  you  have  to  read  twice  some  of  these  suggestions  that  are 
given  on  how  to  handle,  in  a  free  situation,  some  of  the  transitory 
situations  in  which  these  institutions  find  themselves. 

It  is  going  to  take  a  lot  of  leadership.  It  is  going  to  take  a  lot  of 
understcmdmg,  and  it  is  going  to  take  some  changes  in  traditional 
thought  among  the  political  parties  to  face  this,  because  it  is  just 
going  to  change,  and  it  is  going  to  change  whether  we  want  to  have 
anything  to  do  with  it  or  not.  I  think  the  money  market  certificates 
are  just  the  tip  of  the  iceberg,  I  really  do,  of  the  changes  that  are 
coming. 

Mr.  Masterton.  Congressman,  with  the  thrust  of  this  bill,  I  hope 
we  will  be  around  to  help  participate  in  that  change. 

Mr.  Stanton.  Well,  I  appreciate  that,  and  I  hope  so,  too. 

Mr.  Coles.  Mr.  Chairman,  I  would  just  like  to  respond  to  a  por- 
tion of  Mr.  Stanton's  comments,  and  I  hope  that  in  H.R.  5568  there 
will  be  a  mechanism  that  allows  the  continued  consolidation  in  our 
industry,  and  that  those  inefficient  operators  can  be  combined  with 
other  institutions  to  make  not  only  stronger  individual  units  but  a 
stronger  industry.  I  think  we  would  not  attempt  to  mislead  you 
and  say  that  although  we  have  been  a  sheltered  or  protected  indus- 
try, we  do  not  have  any  inefficient  operators. 

If  this  is  going  to  keep  alive  all  of  the  inefficient  operations,  we 
would  not  be  supportive  of  that  concept. 

Mr.  Stanton.  Mr.  Coles,  I  am  sure  I  am  reading  the  chairman's 
mind  here.  Where  have  you  been?  Our  regulators  bill  on  which  we 
spent  so  much  time  and  effort  to  try  to  lay  the  groimdwork  and  to 
fashion  an  orderly  transition  of  interstate  type  of  institutions,  it 
got  so  shot  down  by,  regrettably,  some  of  the  institutions  that  are 
sitting  at  this  table,  that  it  has  kept  the  other  body  from  acting. 
But  those  fimdamental  changes  have  to  take  place. 
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You  have  got  to  forget  about  some  old  positions  when  you  get 
into  the  subject  matter  we  are  into  now,  it  seems  to  me,  anyhow;  I 
mean,  then  we  have  to  expose  and  explore  the  whole  realm  of  regu- 
lation, and  the  differential,  and  all  of  the  other  stufT  that  takes 
place.  Otherwise,  you  are  going  to  fall  farther  and  farther  and  far- 
ther behind.  It  is  criminal  that  we  didn't  have  that  regulators  bill  3 
years  ago. 

Arthur  Burns  first  t€dked  to  the  chairman  and  me  about  that 
bill,  and  all  of  this  time  could  have  been  saved,  and  many  of  these 
problems  could  have  been  avoided,  and  we  just  would  have  been  so 
much  better  off,  but  we  do  not  want  to  make  the  same  mistake 
today.  We  do  not  want  to  make  the  mistake  of  acting  in  haste, 
without  some  kind  of  a  follow-through  or  follow-up  program,  so 
that  what  we  do  is  in  the  best  interest  of  the  majority  of  the  de- 
positors of  our  country  in  the  long  run. 

Mr.  Green.  Mr.  Stanton,  as  to  Mr.  Coles'  comments  regarding  in- 
efficient operations,  let  me  say  that  intellectually  I  agree  with  that 
100  percent.  I  do  hope  that  this  committee  understands  that  when 
you  have  got  a  portfolio  that  because  of  public  policy  yields  11V& 
percent,  and  you  have  got  a  cost  of  money  of  13  y2  percent,  you  can 
be  a  brilliant  manager  who  has  served  your  community  well  for  30, 
40  years,  and  not  make  a  profit. 

And  because  in  certain  areas  of  the  United  States  that  have  had 
very  flexible  laws  regarding  the  use  of  other  investment  authority, 
variable  rate  mortgages  of  some  type,  that  those,  because  of  geo- 
graphical locations,  are  able  to  withstcind  the  ups  and  downs  of  the 
interest  rate  market  more  than  others.  That  is  no  reason  to  just 
assiune  that  because  some  institutions  are  in  a  loss  situation,  that 
mismanagement  has  gotten  them  there.  The  chairman's  comments 
about  the  real  core  of  the  problem  is  interest  rates  that  are  abso- 
lutely deplorable  in  this  country;  that  is  the  basic  issue  there. 

Mr.  Stanton.  I  do  not  think  it  is,  Mr.  Green.  I  think  that  the 
basic  issue  is  competition,  and  to  a  degree,  we  are  following  in  the 
same  pattern  now  as  perhaps  we  did  before.  The  Government  did 
not  insist  on  regulation  Q  or  on  ceilings,  rate  ceilings.  The  industry 
came  to  us,  as  I  seem  to  surmise.  It  was  not  the  Government  that 
solely,  alone — we  would  have  been  receptive  to  other  ideas  of  the 
different  types  of  portfolios  along  the  way  if  they  had  come  about. 

I  am  not  sure  about  that,  beoetuse  maybe  we  would  have  been 
locked  in,  too.  But  it  is  a  combination  of  many  factors.  I  will  say 
that. 

Chairman  Gonzalez.  Let  me  say  that  it  is  true  about  competi- 
tion, but  that  is  exactly  the  point.  When  freedom  for  the  pike 
means  death  for  the  minnow,  and  the  whole  idea  of  our  govern- 
mental regulatory  concept  has  been  to  give  some  chance  of  life  on 
an  equal  competitive  basis,  not  to  eliminate  competition. 

But  let  me  also  say  for  the  record  and  then  try  to  wind  it  up, 
that  the  so-called  bailout,  I  have  always  resented  that  word  be- 
cause the  Government  did  not  give  anything  in  Chrysler's  case. 
Chrysler  has  since  been  able  to  pay  the  Government  $1.2  billion  in 
taxes,  just  since  the  so-called  loan  guarantee.  And  why?  Because 
the  banks  would  not  give  a  line  of  credit,  even  at  15  percent,  unless 
we  had  the  Government's  guarantee. 
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That  is  how  much  faith  the  bankers  had  in  free  enterprise.  And 
Chrysler  also  has  since  come  up  from  niunber  four  to  niunber  one, 
if  you  talk  about  competition.  But  the  Government  had  not  given 
anything.  In  fact,  Chrysler,  as  I  say  and  repeat,  has  paid  $1.2  or  3 
billion  in  taxes  to  the  U.S.  Government  because  it  was  able  to  stay 
alive  and  it  could  get  that  line  of  credit  on  the  basis  of  a  guarantee. 

And  so,  it  wasn't  a  bail-out  in  the  sense  that  the  Government 
was  coming  in  to  give  it  anything;  it  was  guaranteeing,  taking  that 
risk  on  the  basis  that  the  managerial  know-how  was  there,  even 
though  the  critics  and  the  opponents  here  in  the  Congress  have 
now  said  that  that  was  the  main  reason  why  Chrysler  was  in  such 
trouble.  That  they  had  not  desisted  in  producing  the  gas-guzzlers 
and  the  fancy  fine  cars  and  all  that. 

But  these  were  the  charges  that  we  were  hearing  in  the  Con- 
gress, and  I  am  thankful  that  Congress  went  along — and  I  was  one 
of  those  that  voted  for  it — but  I  do  want  to  say  that  I  do  not  look 
upon  this  as  a  bail-out  of  the  S.  &  L.'s  or  the  savings  industry.  And 
it  is  absolutely  true,  as  I  pointed  out  in  Mr.  Cole's  statement,  that 
this  Government  has  had  a  fundamental  policy  since  the  thirties, 
and  like  every  other  industrialized  nation  that  has  a  commitment 
to  such  things  as  housing,  and  this  is  what  the  Congress  is  facing 
at  this  time — whether  we  reaffirm  this  national  commitment  or  do 
not. 

Anyway,  Mr.  Chairman,  we  ought  to  give  you  a  chance,  but  as 
far  as  I  am  concerned — well,  I  think  we  are  about  done. 

Mr.  St  Gerbaain.  I  think  the  words  have  been  spoken,  and  we  ap- 
preciate the  testimony  of  the  witnesses.  I  am  hopeful  that  they  will 
read  over  my  opening  remarks  and  my  second  opening  remarks, 
and  hopefully  get  the  message,  so  that  we  can  work  together. 

Mr.  Green.  We  look  forward  to  it,  sir.  Thank  you  very,  very 
much. 

Chairman  Gonzalez.  Gentlemen,  thank  you  for  an  excellent 
presentation  and  your  presence  and  the  time  you  have  given  us, 
and  the  subcommittee  will  stand  in  recess  until  2  p.m.  when  we 
will  have  the  second  afternoon  panel. 

Mr.  St  Germain.  If  I  may,  Mr.  Chairman,  I  would  ask  a  little 
cooperation  from  the  witnesses  and  the  spectators.  We  do  need  this 
room  for  another  function  that  has  been  delayed  because  the  hear- 
ing went  a  little  later  than  anticipated,  and  we  will  probably  start 
the  second  hearing  at  2:15,  if  the  Chairman  doesn't  mind  too  much. 

Chairman  Gonzalez.  In  other  words,  what  you  are  telling  us  is 
to  get  the  devil  out  of  here  as  soon  as  possible. 

Mr.  St  Germain.  All  but  the  members. 

[Whereupon,  at  1:40  p.m.  the  subcommittee  recessed  for  lunch,  to 
reconvene  at  2:15  p.m.  the  same  day.] 

afternoon  session 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order.  This  afternoon  we  resume  the  hearings  and  we  are  honored 
to  have  a  very  distinguished  panel  this  afternoon.  We  have  Ms. 
Gale  Cincotta,  the  chairperson  of  the  National  People's  Action;  Mr. 
Ralph  Nader  of  the  Public  Interest  Research  Group;  Mr.  Hall 
Sisson,  of  the  Communications  Workers  of  America,  CWA;  Mr. 
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Martin  E.  Sloane,  the  executive  director  of  the  National  Committee 
Against  Discrimination  in  Housing. 

Let  me  first  express  the  gratitude  of  both  the  staff  and  the  sub- 
committee for  your  willingness  to  accept  and  donate  your  time  and 
efforts  and  energy  to  be  with  us.  I  think  we  all  recognize  that  it  is 
a  very  critical  time.  Some  of  you  I  know,  if  not  every  one  of  you, 
has  been  very  diligent  all  along  in  not  only  this  area  but  related 
areas  of  tremendous  endeavor. 

We  were  delayed  because  of  the  fact  that  we  kind  of  ran  over  a 
little  bit  on  the  morning  hearing,  and  also,  the  mcgority  side  of  the 
subcommittee  had  a  caucus  in  between,  so  that  we  apologize  for  the 
lateness  of  the  start. 

If  there  is  any  member  of  the  panel  that  has  some  kind  of  a  time 
emergency  that  is  needed  to  comply  with,  some  other  commitment, 
or  an  airplane  to  catch — I  think  Mr.  Nader  has  indicated  he  has 
that  kind  of  restriction;  so,  if  there  is  no  objection,  we  will  recog- 
nize Mr.  Nader  first. 

STATEMENT  OF  RALPH  NADER,  PUBLIC  INTEREST  RESEARCH 
GROUP,  ACCOMPANIED  BY  JONATHAN  BROWN 

Mr.  Nader.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  subcommittee.  I  would  first  like  to  submit  for  the  record  a 
joint  statement  on  H.R.  5568  which  has  been  supported  by  our- 
selves, the  Communication  Workers  of  America  and  the  National 
Committee  Against  Discrimination  in  Housing,  and  there  will  be 
many  other  organizations  all  over  the  United  States  who  we  feel 
confident  will  support  this  statement. 

[The  joint  statement  referred  to  follows:] 
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HoQ«e  Banking  Oonnlt^ee 
SiiTii  i  —  it^*^  oc  Hnoslnq 
U.S.    Boose  of  aepresent^^lvcs 
Washington.   D.C.    20515 


Dear  Representatlre; 


Jbl23t  Stat  Miant  on  B.R.    SS€«, 

tbe  BoMe  ttartgage  Capital  Sta^lity 

Act 


The  j^i^i        :-;^-iiMatlotia  vnbait  the  attacdied  Joint  State- 
ment on  H .  ■  .  :  1  -  S  ta  coBJoBctioH  with  individoal  te!«tii«ony 
scheduled  irr  protestation  before  the  gnhrr— ittee  on  Thursday, 
March  18,  1912. 


H.R.  5568,  the  BoMe  %srt9*q«  Capital  Stability  Act,  would 
authorize  $7.5  billloo  of  federal  c&pitai  assistaric^  for  in- 
stltutlotfis  that  have  aet  *^rt>i  belo**-  2*  of  Assets  and  losses 
for  t%PO  wonsecTiti^e  w^ekis*   Capital  assistasoe  vould  be  in  the 
fon  of  federal  loans  or  capital  guarantees. 

It  is  oar  ce^BQ  position  thit  nassi^re  federal  capital  assistance 
for  urvLngs  and  Loa.is  aad  savings  baiihs  can  be  justified  only 
if  ttcca^>anied  by  specific  requir^Muts  that  marid3r^  a  continued 
gol»  tor   these  liistltutlons  mm   Bartigage  specialists.   This  renewed  • 
*<wt9»9»  mandate  wust  generally  apply  to  all  savinas  and  loans 
and  savings  ban^ts,  not  ^ast  those  rece  LvLno  federal  assistance 
at  any  giiren  tioe.   Absent  this  permanent  across*the*boar:J  mortgage' 
■iJidate,  the  federal  assistance  provided  for  in  H.R.  5568  cannot 
be  supported. 

Specifically,  we  urge  the  Suboomffllttee  to  incorporate  into  the 
proposed  legislation  the  guidelines  discussed  in  the  joint  state- 
ment.  Plrst  and  forej»»t  of  these  QUideline^  is  a  requireisenL 
that  savings  and  loina  and  savinas  banVs  invest  at  least  50% 
of  their  total  assets  in  lon<i  tem  mortgages  that  are  either 
fixed  rate  nortcraoeF  or  adjustable  rate  aortgaq^s  vith  reasonable 
constraints  or  rate  Increases.   The  rate  increase  linitatlon^ 
we  are  proposing  are  similar  to  those  endorsed  last  aumwr  bv 
s  coAlition  of  diote  than  sixty  national  and  local  neioHborhood, 
cnn^nm^T      l^bor   and  civll  rights  groups   This  ainqle  portfolio 
requirement  %#ould  accoptplirih  two  key  goals  —  naintainino  SfcLa 
and  savings  banks  as  mortaaae  specialists  and  assuring  a  supply 
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of  mortgages  that  do  not  impose  unreasonable  risks  on  home- 
owners.  At  the  same  time  the  requirement  would  gi^'e  savings 
and  loans  aaid  savings  Banks  investment  flexibility. 

H.R  5568  provides  a  capital  assistance  mechanism  that  is 
generally  adequate  and  wisely • steers  clear  of  the  over- 
reaching demands  of  the  savings  and  loan  and  savings  bank 
industry  for  massive,  non-recoverable  operating  subsidies 
for  virtually  all  institutions,  regardless  of  financial  con- 
dition.  However,  the  bill  fails  to  provide  for  meaningful 
mortgage  related  public  benefits.   As  such,  H.R.  5568  cannot 
be  supported  unless  its  public  benefits  requirements  are  con- 
siderably strengthened. 

Respectfully^  submitted. 


Communication  Wbrkers  of  America 
National  Committee  Against  ' 
Discrimination  in  Housing 
Ralph  Nader 
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JOINT  STATEMENT  ON  H.R.  5568 

A  BILL  TO  AUTHORIZE  CAPITAL  ASSISTANCE  FOR 

SAVINGS  AND  LOANS  AND  SAVINGS  BANKS 


OVERVIEW 

H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act, 
seeks  to  address  the  fact. that  high  interest  rates  are  under- 
mining the  viability  of  a  growing  number  of  savings  and  loans 
and  savings  banks.  The  bill  would  authorize  $7.5  billion  of 
federal  capital  assistance  for  institutions  that  have  net 
worth  below  2%  of  assets  and  losses  for  two  consecutive  quarters. 
The  capital  assistance  would  be  in  the  form  of  federal  loans 
fully  repayable  with  interest.   The  House  Banking  Committee  is 
also  considering  an  alternative  approach  to  assistance  that 
would  rely  on  federal  capital  guarantees,  rather  than  cash 
infusions.  Either  approach  raises  a  fundamental  question  as 
to  whether  there  will  be  public  benefits  of  sufficient  magnitude 
to  justify  such  massive  federal  assistance.  At  a  time  when 
harsh  cuts  in  federal  social  expenditures  and  federal  credit 
budgets  are  reducing  vital  services  to  millions  of  Americans, 
clear  and  compelling  public  benefits  are  required  before  large 
scale  federal  assistance  to  the  savings  and  loan  and  savings 
bank  industry  can  be  supported. 

Public  benefit  requirements  for  savings  and  loans  and 
savings  banks  must  necessarily  relate  to  the  traditional  role 
of  these  institutions  as  mortgage  specialists.  Although  some 
redefinition  of  this  role  is  warranted  in  light  of  the  phase 
out  of  deposit  rate  controls,  there  is  still  a  broad  public 
interest  in  maintaining  savings  and  loans  and  savings  banks 
as  mortgage  specialists.   It  is  important  to  have  a  set  of 
depository  institutions  that  are  mortgage  specialists  in  order 
to  help  stabilize  the  flow  of  mortgage  credit  and  even  more 
importantly  to  provide  instruments  with  which  to  implement 
federal  mortgage  credit  policies.   For  example,  the  Federal 
Home  Loan  Bank  Board's  $65  billion  cash  advance  system  supports 
the  mortgage  market  by  means  of  loans  to  mortgage  specialists. 
On  the  other  hand,  if  savings  and  loans  and  savings  banks  are 
not  subject  to  a  redefined,  but  still  strong,* mortgage  mandate, 
there  is  no  justification  for  large  scale  federal  aid  to  main- 
tain them,  and  they  may  just  as  well  be  merged  with  commercial 
banks . 

H.R.  5568  provides  a  capital  assistance  mechanism  that  is 
generally  adequate  and  wisely  steers  clear  of  the  overreaching 
demands  of  the  savings  and  loan  and  savings  bank  industry  for 
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■assive,  non-recov«rabl«  opertttii>g  aubsiaies  for  vlrtunlly 

all  institutions,  regardless  of  financial  condition.   However, 
the  bill  fails  to  provide  for  meaningful  iiK>rt?age  related 
public  benefits,  aod  thus  fails  to  pass  the  public  benefit 
test.   An  such  the  bill  cannot  be  supported  unXeaB  its  public 
benefit  requirements  are  considerably  strengthened. 

THS  KtED  FOR  A  HEW  MORTGAGE  MANDATE 

A  redefined  nortga^e  mandate  for  savings  and  loans  and 
savings  b«nXs  should  serve  three  important  needs.   First,  it 
ia  essential  to  continue  the  role  of  savings  and  loans  and 
savings  banks  as  aortgage  specialists.   While  ^hese.   institutions 
»ay  need  added  asset  flexibility  in  light  of  deposit  rate  de- 
regulation, there  is  no  reason  to  abandon  their  role  as  mortgage 
specialists*   Savings  and  loans  and  savings  banks  have  txadition- 
ally  held  a  high  percentage  of  their  total  assets  in  residential 
mortgage  loans- -at  year  end  1980,  131  for  StLs  and  49%  for  SBs 
or,  including  mortgage  baclced  securities  77t  for  S&Ls  and  57% 
for  SBs,   However,  federal  law  contains  no  statutory  mininun 
portfolio  requirement  for  savings  and  loan  or  savings  bank 
investment  in  residential  mortgage  loans   Savings  and  loans 
and  savings  banks  are  currently  under  strong  prensure  to  expand 
into  other,  short  term  lendin9-   The  incentive  to  maintain  a 
high  percentage  of  total  assets  in  residential  mortgage  loans 
provided  by  the  bad  debt  deduction  provision  of  the  federal 
tax  coda  will  be  greatly  diminished  as  a  result  : f   .rrent 
losses  and  the  development  of  alternative  tax  shelters,  such  as 
leasing.   In  view  of  this   it  is  essential  to  establish  an 
express  statutory  lainiirium  portfolio  requirement  for  savings  and 
loan  and  saving b  bank  investinent  in  residential  niortgages. 

The  second  basic  need  is  a  continued  supply  of  mortgage 
loans  that  do  not  expose  home  O'wners  to   excessive  interest  rate 
risk  or  refinancing  uncertainty.   Unfortunately,  the  mortgage 
Siarket  is  shifting  rapidly  to  adjustable  rate  mortgages  that 
shift  most,  if  not  all,  interest  rate  risk  to  home  owners  and  to 
Short  term  balloon  mortgages  that  create  refinancing  uncertainty 
as  well  as  shifting  interest  rate  risk   If  a  sudcIv  of  lontr 
temi  mortgages  with  reasonable  limits  on  rate  increases  is  not 
maintained,  home  ownership  will  become  roort.  difficult  and  un- 
certain for  millions  of  Americans  in  future  years.   The  recent 
experience  in  Canada  where  many  home  owners  with  short  term 
rollover  mortgages  have  been  unable  to  absorb  sharp  payment 
increases  provides  stern  warning  of  this  peril. 

The  third  goal  is  to  strengthen  federal  agency  oversight 
of  the  obligation  of  savings  and  loans  and  savings  banks  to 
serve  the  mortgage  credit  needs  o£  thetr  entire  local  community, 
including  low  and  moderate  income  areas,  older  urban  neighbor- 
hoods, and  minorities.   This  underlying  charter  obligation  was 
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made  explicit  when  Congress  enacted  the  Community  Reinvestment 
Act.   Yet,  as  banking  deregulation  unfolds,  there  is  a  growing 
trend  on  the  part  o£  many  financial  institutions  to  orient  their 
services  toward  so  called  "upscale"  customers,  that  is,  more 
affluent  persons.   Strong  oversight  will  be  needed  to  assure 
that  savings  and  loan«  and  savings  banks  continue  to  serve  all 
segments  of  the  local  community. 

SPEC  IF  IC  REQU I REMENT  S  _0F_  A__NEW_MQRTG  AGE  HAMPfiTE 

Federal  assistance  for  savings  and  loans  and  savings 
banks  cannot  be  justified  unless  it  is  accompanied  by  specific 
requirements  that  will  establish  a  new  mortgage  iflandate  for 
these  inst  tutions   To  be  effective  these  Lequireraents  must 
generally  apply  to  all  savingB  and  loans  and  savings  banks r  not 
just  those  that  are  receiving  federal  assistance  at  any  given 
time.   A  mortgage  mandate  limited  to  the  weakest  institutions 
and  confined  to  the  period  during  which  they  are  dependent  on 
federal  assistance  would  be  ineffective.   Absent  an  across- 
the-board  and  permanent  mortgage  mandate,  federal  assistance 
cannot  be  supported. 

First  and  most  important  there  must  be  a  requirement  that 
savings  and  loans  and  savings  banks  invest  at  least  50%  of  their 
total  assets  in  long  term  mortgages  that  are  either  adjustable 
rate  mortgages  with  reasonable  constraints  On  rate  increases 
or  standard  fitted  rate  mortgagee.   To  satisfy  this  requirement 
an  ad  ustable  rate  ntortgage  should  be  constrained  so  that  monthly 
payments  cannot  increase  at  a  rate  greater  than  two-thirds 
the  average  wage  increase  rate  for  U  5     workers  and   if  negative 
amortization  is  used   the  loan  balance  cannot  increase  at  a  rate 
greater  than  one-fifth  the  inflation  rate  or  the  national  average 
home  appreciation  rate,  whichever  is  less   These  AftM  constraints 
would  protect  the  great  majority  of  households  against  payment 
increases  beyond  their  budgets  and  greatly  reduce  the  likelihood 
of  negative  amortization  causing  an  erosion  of  home  owners' 
equity.   This  single  portfolio  requirement  would  accomplish  two 
key  goals — maintaining  savings  and  loans  and  savings  banks  as 
mortgage  specialists  and  assuring  a  supply  of  mortgages  that 
do  not  impose  unreasonable  risks  on  home  owners.   At  the  same 
time  the  requirement  would  give  savings  and  loans  and  savings 
banks  important  investment  flexibility   They  would  be  able  to 
invest  up  to  5Ct  of  their  assets  in  non-mortgage  loans  commer- 
cial mortgages  and  residential  mortgages  not  subject  to  the 
statutory  constraints. 

Second ,  the  Federal  Home  Loan  Bank  Board  (FHLSB)  and  the  Fed- 
eral Deposit  Insurance  Corporation  (FDIC)  should  disclose  their 
community  Reinvestment  Act  (CRA)  perfornftance  evaluations  and  rat- 
ings for  individual  savings  and  loans  and  savings  banks.   These 
agencies  currently  conduct  regular  CftA  examinations  to  assess  the 
extent  to  which  institutions  have  met  their  obligation  to  serve 
the  mortgage  credit  needs  of  their  entire  community.   Unfortunately, 
the  agencies  have  refused  to  disclose  these  CftA  evaluations  and 
ratings.   Disclosure,  by  permitting  meaningful  public  review  and 
comment,  would  greatly  improve  the  evaluation  process,  which 
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after  all  is  dependent  upon  a  good  working  knowledge  of  local 
mortgage  credit  needs.   It  is  inconsistent  with  a  strong  public 
purpose  mandate  for  these  evaluations  and  ratings  to  remain 
hidden  from  public  view. 

Thirds  savings  and  loans  and  savings  banks  organized  on  a 
Qutual  basis  should  be  encouraged  to  retain  t:heir  nutiual  form 
becaoee  tnutaal  ownership   il  ['-"•  -''^   "-'-•   -^  ^   valuable  tool  of 
public  mortgage  policies  in  an  increasingly  deregulated  financial 
envirorunent .   Mutual  aavingfl  and  loans  and  mutual  savings 
banks  are  better  suited  than  stock  institutions  to  absorb  the 
interest  rate  risk  associated  with  long  terTn  inort9age  lending 
on  terms  that  protect  home  owners  from  excessive  risk.   Stock 
institutions  which  inevitably  seek  favorable  review  by  stock 
starkets  and  a  high  return  on  stockholders'  equity  are  under 
strong  pressure  to  stabilize  earnings  and  tQ  lower  capital 
ratios   Thi.  will  result  in  a  strong  inclination  on  their 
part  to  avoic:  all  _.%:,vii_s^  -^i:,i  i:i^>;,  either  by  *Mphaaiiing 
short  term  lending  or  by  shifting  all  interest  rate  rtsk  to 
borrowers   By  contrast  mutuals  can  better  tolerate  earnings 
fluctuations   so  long  as  their  long  run  viability  is  not 
threatened   tn  view  of  this  public  benefit  steps  should  be 
taken  to  strengthen  the  accountability  of  mutuals  to  their 
members  and  avoid  any  large  scale  conversion  of  savings  and  loans 
Or  savings  banks  from  mut^jal  to  stock  form  o£  ownership* 
Specifically,  all  federally  insured  mutual  savings  and  loans 
and  savings  barvks  should  be  required  to  (13  obtain  express 
wember  approval  before  merging  with  another  institution  or  con- 
verting to  stock  form   (2)  fully  disclose  to  members  all  com* 
ponsation  paid  to  management,  and  (3  proE>are  an  annual  report 
aummarizing  their  mortgage  lending,  by  type  of  mortgage #  over 
the  preceding  year^  Also,  mutual  savings  and  loans  and  mutual 
savings  banljs  that  are  receiving  federal  capital  assistance 
should  not  b^  permitted  to  convert  to  stock  form  until  all 
assistance  has  been  repaid. 

INADEQUACY  OF  THE  MORTGAGE  REQUIREMENT 
PROPOSED  IN  H.R.  ^568 

In  its  present  form  R.R.  5568  has  only  one  express  public 
benefit  requirement.   This  is  the  requirement  that  institutions 
receiving  capital  assistance  must  use  50*  of  their  net  new 
deposits  to  make  mortgage  loans  with  an  interest  rate  1*  above 
their  average  cost  of  funds  for  the  purchase  of  moderately 
priced  homes  by  first  time  home  buyers.   It  may  be  appropriate 
to  impose  on  savings  and  loans  and  savings  banks  a  duty  to  pro- 
vide mortgage  credit  to  >-"   .^nd  moderate  income  persons  at 
below  market  rates   However,  this  single  public  purpose  require- 
ment is  extremely  we.   and  in  no  way  constitutes  a  new  mortgage 
mandate  sufficient  to  justify  federal  assistance. 
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First,  the  requirement  applies  to  only  the  weakest  savings 
and  loans  and  eavings  banks  and  ends  as  soon  as  the  institution 
is  strong  enough  to  operate  without  federal  assistance.   It  is 
somewhat  perverse  to  require  below  market  rate  mortgages  from 
only  the  weakest  institutions    Second   the  requirement  is 
likely  to  have  little  effect  over  the  next  few  years  because  it 
is  linked  to  net  new  deposit  inflows  and  the  weakest  savings 
and  loans  and  savings  banks  will  not  be  in  a  strong  position 
to  compete  for  new  deposits.   In  fact,  for  all  aavinqs  and  loanft 
net  new  deposits,  as  defined  by  H.R.  5568,  declined  by  $25 
billion  during  1981.   Third  and  moat  important,  the  requirement 
fails  to  address  the  fundamental  issuer  of  maintaining  mortgage 
specialists  and  managing  interest  rate  risk. 

THE  APPROPRIATE  CfiPITAL  ASSISTANCE  HECHAKI5M 

The  capital  assistance  mechanism  proposed  in  H.'k     5568 
is  basically  sound  and  the  legislation  would  be  justifiable 
if  it  were  amended  to  include  the  proposed  mortgage  mandate 
requirements*   Capital  assistance  is  properly  targeted  to 
troubled  inEtitutlons--tho9e  with  net  worth  below  2»  and 
experiencing  losseji  for  two  consecutive  quarters — ►and  is  fully 
repayable  with  interest   The  alternative  approach  of  providing 
capital  guarantees  instead  of  cash  infusions  may  be  preferable, 
if  it  significantly  reduces  initial  cash  outlays. 

In  sharp  contrast  to  H.R.  5568,  the  savings  and  loan  and 
savings  bank  industry  has  advanced  a  proposal  calling  for 
massive,  non-recoverable  federal  subsidies.   The  industry  plan 
would  provide  a  non*recoverablc  federal  operating  subsidy  to 
virtually  all  savings  and  loans  and  savings  banks   regardless 
of  their  financial  condition.   At  current  interest  rate  levels, 
this  subsidy  would  amount  to  $7  S  billion  per  year.   In  view  of 
the  current  budget  crisis,  the  industry's  proposal  can  only  be 
characterized  as  shameless  overreaching. 

GUIDELINES  FOR  ASSISTANCE  LEGISLATION 

Federal  legislation  to  provide  capital  assistance  to 
troubled  savings  and  loans  and  savings-  banks  should  adhere  to 
the  following  guidelines 

1.  £avin9S  and  loans  and  savings  banks  should  continue 
their  role  as  mortgage  epecialists. 

2.  Federal  statutory  requirements  to  serve  the  mortgage 
market  should  apply  to  all  savings  and  loans  and  savings  banks 

(both  federal  and  state  chartered) ,  not  just  to  those  institu- 
tions receiving  financial  assistance. 
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3.  Savings  and  loans  and  savings  banks  should  be  required 
to  invest  at  least  50%  of  their  total  assets  in  long  tern 
residential  mortgages  that  are  either  standard  fixed  rate  nort- 
gages  or  qualifying  adjustable  rate  mortgages. 

4.  To  qualify  for  the  50%  residential  mortgage  portfolio 
requirement  an  ad jua table  rate  mortgage  must  have  rate  increase 
constraints  such  that  the  monthly  payiiient  cannot  increase  at  « 
rate  faster  than  two-thirda  the  average  vage  increase  rate  for 
U.S.  workers  and   if  negative  amortiiation  is  lised  the  loan 
balance  cannot  increase  at  a  rate  greater  than  one-fifth  the 
inflation  rate  or  average  appreciation  rate  of  U.S.  homes,  which- 
ever  is  less. 

5.  The  FHLBB  and  FDIC  should  be  required  to  disclose  their 
Community  Pe investment  Act  performance  evaluation  and  rating 

of  individual  savings  and  loans  and  savings  banks. 

6.  Large  scale  conversion  of  savings  and  loans  and  savings 
banks  from  mutual  to  stock  ownership  should  be  discouraged. 

7 .  All  federally  insured  savings  and  loans  and  savings 
banks  with  mutual  ovnerahip  should  be  required  to  (a)  obtain 
member  approval  before  merging  with  another  institution  or 
converting  to  stock  form,  {h)    fully  disclose  to  members  compen- 
sation paid  to  management,  and  {c)  cnake  available  to  members  an 
annual  report  sumiriariKing  their  mortgage  lending  by  type  of  mortgage. 

8.  Savings  and  loans  and  savings  banks  with  mutual  ownership 
receiving  federal  capital  assistance  should  be  prohibited  from 
converting  to  ^tock  ownership  while  federal  Assistance  continues. 

9.  Federal  assistance  to  savings  and  loans  and  savings  banks 
should  be  targeted  to  institutions  with  net  worth  below  2%  and 
experiencing  continuing  losses. 

10.  Any  federral  capital  infusions  should  be  repaid  in 
full  with  interest. 

11.  Federal  assistance  should  not  involve  non-recoverable 
operating  subsidies. 

12.  The  federal  banking  agencies  should  not  approve  the 
supervisory  merger  of  savings  and  loans  or  savings  banks  into 
commercial  banks  or  bank  holding  companies,  since  this  would 
undermine  their  role  as  mortgage  specialists. 

13.  The  FHLBB  and  FDIC  should  disclose  all  assistance 
agreements  with  savings  and  loans  and  savings  banks. 
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Mr.  Nader.  Mr.  Chairman  and  distinguished  members  of  the 
suba>mmittee,  thank  you  for  the  opportunity  to  comment  on  H.R. 
5568,  the  Home  Mort^e  Capital  Stability  Act.  I  would  like  to  also 
ask  permission  to  include  my  testimony  as  a  whole  in  the  record  so 
I  can  present  a  more  abbreviated  version  of  it  at  this  time. 

Chsorman  Gonzalez.  Certainly,  without  objection,  so  ordered. 

Mr.  Nader.  Thank  you,  Mr.  Chairman.  It  is  apparent  that  the 
savings  and  loan  industry  is  in  serious  financial  trouble,  certainly 
not  all  savings  and  loans,  but  more  savings  and  loans  than  at  any 
time  in  the  post  World  War  n  period. 

During  the  second  hcdf  of  1981,  savings  and  loans  as  a  whole  had 
a  return  on  assets  of  negative  1  percent,  at  an  annualized  rate. 
Using  the  Federal  Home  Loan  Bank  Board's  semiannual  report 
data,  we  have  estimated  savings  and  loan  losses  for  1982  on  the  as- 
sumption that  the  1  percent  loss  rate  continues  throughout  1982. 
ThiB  yields  a  projection  that  roughly  925  savings  and  loans  with 
combined  assets  of  $165  billion  wUl  have  net  worth  ratios  below  2 
percent  by  the  end  of  1982. 

This  projection  shows  some  of  the  925  savings  and  loans  with 
positive  net  worth  between  2  percent  and  zero,  but  the  average  net 
worth  for  the  925  institutions  will  be  only  a  scant  0.35  percent.  To 
boost  the  net  worth  ratios  of  these  savings  and  loans  up  to  2  per- 
cent would  require  a  capital  infusion  of  $2.7  billion  during  1982. 
We  hope  to  have  a  more  detailed  report  on  this  rather  startling 
data  in  a  few  days. 

I  would  like  to  focus  on  that  part  of  our  testimony  which  talks 
about  the  necessary  public  benefits  which  should  be  added  to  this 
legislation  if  it  is  to  round  out  the  public  purpose,  as  we  see  it,  of 
congressional  decisionmaking. 

Tbe  most  important  issue  involved  in  this  legislation  is  not  the 
question  of  cost,  as  important  as  that  is,  but  rather,  the  future  role 
of  savings  and  loans  and  savings  bcmks.  It  makes  no  sense  to  pro- 
vide capital  assistance  to  prop  up  individual  savings  institutions 
and  their  managements  if  these  institutions  are  not  subject  to 
clearly-defined  public  purpose  requirements.  Any  serious  set  of 
such  requirements  must  center  on  mortgage  lending,  since  this  is 
the  area  of  great  public  need,  and  savings  and  loans  and  savings 
bank  expertise. 

One  might  say  mission,  too. 

In  the  ioint  statement  submitted  by  several  members  of  this 
panel  we  have  outlined  a  set  of  mortgage  requirements  that  would 
establish  a  new  mortgage  mandate  for  savings  and  loans  and  sav- 
ings banks.  These  requirements  would  assure  that  S.  &  L.'s  and 
savings  banks  serve  important  mortgage  credit  needs  and  at  the 
same  time,  permit  savings  and  loans  and  savings  banks  sufficient 
asset  flexibility  to  compete  successfully  in  a  financial  market  with- 
out deposit  rate  controls. 

Unfortunately,  H.R  5568  lacks  any  meaningful  public  benefit  re- 
quirements. As  pointed  out  in  the  joint  statement,  the  bill's  only 
public  benefit  provision,  a  requirement  that  troubled  institutions 
make  below-market  rate  mortgages,  is  weak  and  somewhat  per- 
verse. It  is  disturbing  to  find  the  House  Banking  Committee  ad- 
vancing a  bill,  even  under  the  time  limits  that  it  envisions  for  the 
legislation,  that  is  so  bereft  of  these  public  benefits. 
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Treasury  Secretary  Regan,  FHLBB  Chairman  Pratt  and  the 
Senate  Banking  Committee  Chairman  Gam  have  their  clear  vision 
of  the  future  role  of  S.  &  L/s  and  savings  banks,  which  is  rapid 
consolidation,  wholesale  conversion  from  mutual  to  stock  owner- 
ship, homogenization  with  commercial  banks,  real  estate  develop- 
ment and  investment  and  securities  activities. 

Unless  the  committee  acts  quickly  to  establish  an  alternative 
future,  this  deregulation  vision  will  soon  become  a  reality.  And 
under  the  circumstances,  the  beneficiaries  of  a  capital  assistance 
program  would  be  managements  and  stockholders  of  aggressive  fi- 
nancial institutions,  not  depositors,  borrowers  or  local  communi- 
ties. 

The  grave  flaw  in  H.R.  5568  is  the  committee's  failure  to  articu- 
late an  alternative  vision  to  that  of  the  Regan-Pratt-Gam  deregula- 
tion troika.  Capital  assistance  legislation  cannot  be  supports 
unless  it  delimits  the  future  role  for  savings  and  loans  and  savings 
banks.  That  involves  specific  public  benefits,  not  just  financial  ho- 
mogenization, and  a  breakdown  of  the  separation  of  commerce  and 
banking. 

It  is  sad  that  the  committee  is  not  using  this  opportunity  to  rees- 
tablish a  mecmingful  public  purpose  mandate  for  savings  and  loans 
and  savings  banks.  Legislative  realities  are  such  that  the  savings 
and  loan  and  savings  bank  industry  generally  have  sufficient  lob- 
bying power  to  block  public  purpose  requirements.  But  when  the 
industry  is  coming  to  Congress  to  ask  for  help,  there  is  great  oppor- 
tunity to  incorporate  public  benefits  requirements  into  legislation. 

Here  is  a  summary  of  the  public  benefits  which  should  be  associ- 
ated with  any  capital  assistance  program  representing  a  nugor 
commitment  of  Federal  Government  resources.  One,  that  S.  &  L.'s 
and  savings  banks  should  be  required  to  invest  50  percent  of  their 
assets  in  long-term  residential  mortgages  that  are  either  standard, 
fixed  rate  mortgages  or  adjustable  rate  mortgages  with  reasonable 
constraints  on  rate  increases. 

To  qualify  for  this  50  percent  portfolio  requirement,  adjustable 
rate  mortgages  should  have  rate  increase  constraints  such  that 
monthly  pa3mients  will  not  rise  faster  than  two-thirds  the  average 
wage  increase  rate  of  U.S.  workers,  and  if  negative  amortization  is 
used,  loan  balances  will  not  rise  faster  than  one-fifth  the  inflation 
rate  or  home  appreciation  rate. 

Second,  the  Federal  Home  Loan  Bank  Board  and  the  FDIC 
should  be  required  to  disclose  their  Community  Reinvestment  Act 
performance  evaluation  and  rating  of  individual  S.  &  L.'s  and  sav- 
mgs  banks.  Disclosure,  by  permitting  meaningful  public  review  and 
comment,  would  greatly  improve  the  evaluation  process  which, 
after  all,  is  dependent  upon  a  good  working  knowledge  of  local 
mortgage  credit  needs. 

Third,  savings  and  loans  and  savings  banks  organized  on  a 
mutual  basis  wUl  prove  to  be  of  great  public  value  in  an  increasing- 
ly deregulated  financial  environment.  Mutual  institutions  are 
better  suited  than  stock  institutions  to  absorb  the  interest  rate  risk 
associated  with  long-term  mortgage  lending  on  terms  that  protect 
homeowners  from  excessive  risk. 

This  difference  occurs  because  managements  of  stock  institutions 
are  under  strong  pressure  to  operate  with  low  capital  ratios  in 
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order  to  increase  the  return  on  stockholders'  equity,  and  to  avoid 
^mingH  fluctuations  in  order  to  enhance  the  market  value  of  their 
stock.  Stock  institutions  will  thus  have  an  increasingly  strong  incli- 
nation to  avoid  interest  rate  risk.  Additionally,  mutuals  provide  a 
mechanism  for  control  by  borrowers  and  depositors  and  have  the 
advantage  that  all  earnings  are  available  for  reinvestment,  since 
there  are  no  stockholders  requiring  dividends. 

Efiforts  should  be  made  to  discourage  any  largenscale  conversion 
of  S.  &  L.'s  and  savings  banks  from  mutual  to  stock  form.  Specifi- 
cally, mutual  institutions  receiving  Federal  capital  assistance 
should  not  be  converted  to  stock  form  while  Federal  assistance  con- 
tinues. Any  stock  institution  receiving  capital  assistance  should  be 
automatically  converted  to  mutual  form  whenever  its  net  worth, 
excluding  Federal  assistance,  falls  below  zero. 

Also,  as  outlined  in  the  joint  statement,  the  Federal  Home  Loan 
Bank  Board  should  take  specific  steps  to  strengthen  the  account- 
ability of  mutual  institutions  to  their  members. 

I  have  a  proposal  to  make  in  conclusion,  which  is  a  longer  term 
proposal,  but  it  is  the  kind  that  stren^hens  community  shaping  of 
S.  &  L.  decisionmaking  power,  and  mcreases  the  opportunity  of 
members  of  the  community  to  become  in  their  own  right  consumer 
specialists  or  owner  specialists  in  these  financial  institutions.  It  is 
puazUng,  in  observing  the  committee  year  after  year  dealing  with 
savings  and  loan  issues,  why  there  is  so  little  consideration  of  the 
need  for  a  mechanism  that  would  facilitate  the  coming  together  of 
depositors  and  borrowers  who  wish  to  be  organized  in  that  capac- 
ity. 

A  simple  requirement  that  savings  and  loans  and  savings  banks 
be  required  to  insert  in  their  annual  statements  to  customers  a 
notice  written  by  such  a  group  inviting  other  depositors  and  bor- 
rowers to  join  together  would  vastly  enhance  the  accountability  of 
savings  and  loans  and  savings  bank  management. 

A  similar  model  for  utility  consumers  in  Wisconsin  called  CUB 
or  the  Citizens  Utility  Board  now  has  65,000  members,  a  full-time 
staff  of  experts  and  its  own  newspaper.  Enclosed  are  some  descrip- 
tive samples  of  the  envelope  insert  and  the  CUB  brochure  for  in- 
clusion in  the  hecuing  record.  This  is  an  insert  which  appears  peri- 
odically in  the  electric  or  telephone  or  gas  bill  and  people  open  up 
their  electric  bill  and  out  falls  this  little  business  reply  envelope 
which  says,  read  this  before  vou  pay  your  bill.  And  they  invite  vou 
to  join  your  friends  and  neignbors  throughout  the  State  into  a  mil- 
time  consumer  group  with  a  staff  which  represents  their  interests 
before  the  utility  commission  and  legislature  and  courts. 

It  also  vastly  educates  people  in  utility  matters  and  demystifies 
utility  matters  in  little  meetings  around  the  State  where  CUB 
members  come  to  discuss  these  issues. 

There  is  also  pending  in  the  House  of  Representatives  H.R.  5421, 
the  National  Telecommunications  Consumers  Board  Act,  which  is 
designed  to  help  telephone  consumers  organize  themselves  into  a 
consumer  group.  And  this  is  now  pending. 

These  mechanisms,  Mr.  Chairman,  impose  no  tax  burden,  they 
establish  no  Government  agencv  and  they  are  voluntary  for  con- 
sumers. What  they  do  is  provide  a  convenient  way  for  people  to 
band  together  and  redress  the  enormous  imbalance  of  power  be- 
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tween  consumer  and  corporate  officials  in  the  making  of  policy. 
That  is  what  encouraged  the  labor  movement  years  ago  to  orga- 
nize, to  redress  the  enormous  imbalance  of  power  between  manage- 
ment and  labor. 

If  applied  to  savings  and  loans  and  savings  banks,  this  mecha- 
nism would  lead  to  accountability  in  investing  other  people's 
money,  as  Justice  Brandeis  called  bank  deposits  many  decades  ago. 
Thank  you.  And  with  permission,  I  would  like  to  submit  these  ma- 
terials for  the  record,  as  well. 

[The  prepared  statement  of  Mr.  Nader  and  the  information  re- 
ferred to  follow:] 
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STATEMENT  OF  RALPH  NADER 

and 

JONATHAN  BR0V7N 

before  the 

HOUSE  BANKING  COMMITTEE 

U.S.  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C. 

MARCH  18,  1982 
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Mr.  Chairman  and  distinguished  members  of  the  Committee, 
thank  you  for  the  opportunity  to  comment  on  H.R.  5568,  the 
Home  Mortgage  Capital  Stability  Act.   This  legislation  would 
authorize  $7.5  billion  of  federal  capital  assistance  for' 
savings  and  loans  and  savings  banks  that  have  net  worth  below 
2%  of  assets  and  losses  for  two  consecutive  quarters.   Capital 
assistance  would  take  the  form  of  federal  loans  fully  repayable 
with  interest.  The  Committee's  staff  is  also  considering  an 
alternative  approach  that  would  involve  capital  guarantees 
rather  than  loans. 

In  determining  whether  capital  assistance  is  appropriate 
it  is  important  to  remember  that  there  may  be  significant 
federal  expenditures  no  matter  what  strategy  is  used  to  manage 
problem  savings  and  loans  and  savings  banks.   However,  this 
possibility  does  not  mean  that  the  budgetary  implications  of 
H.R.   5568  are  not  of  great  importance.   The  capital  assistance 
program  contemplated  by  the  bill  would  involve  multi-billion 
dollar  federal  expenditures  over  the  next  several  years. 
Even  if  the  bill  is  amended  to  substitute  federal  capital 
guarantees  for  federal  loans,  the  assistance  program  would 
still  expose  the  federal  government  to  the  risk  of  massive 
expenditures  in  the  event  that  institutions  with  capital 
guarantees  do  not  survive.  . 
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A  nasslve  assistance  program  of  this  nature,  which  at 
bottom  is  designed  to  preserve  the  position  of  individual 
private  firms  and  their  management,  can  only  be  justified  if 
there  are  well-defined  and  far<-reaching  public  benefits.   It 
is  not  enough  to  argue  that  the  savings  and  loan  industry  is 
a  victim  of  circumstances  beyond  its  control.   Thousands  of 
small  businesses  are  being  forced  to  close  down  because  of 
the  S2une  malady — continuing  high  interest  rates-- that  afflicts 
savings  and  loans  and  savings  banks,  and  yet  no  federal  aid 
is  forthcoming. 

Unfortunately,  H.R.  5568  does  not  include  meaningful 
public  benefit  requirements  for  savings  and  loans  and  savings 
banks.   In  particular,  it  fails  to  establish  a  new  mortgage 
mandate  for  these  institutions.  What  is  needed  is  a  set  of 
requirements  that  would  serve  vital  mortgage  credit  needs  of 
the  public  and  at  the  same  time  give  these  institutions  the 
flexibility  needed  to  compete,  in  an  environment  without 
deposit  rate  controls.   In  summary,  H.R.  5568  fails  the  public 
benefit  test,  and  cannot  be  supported  unless  substantially 
£unended . 

MANY  SAVINGS  AND  LOANS  AND  SAVINGS  BANKS 
FACE  SERIOUS  FINANCIAL  DIFFICULTIES 

There  is  no  question  that  savings  and  loans  and  savings 

banks  are  suffering  large  losses.   During  1981  savings  and 

loans  had  an  aggregate  loss  of  $5  billion,  while  savings 

banks  as  a  group  lost  over  $1  billion.   Savings  and  loan  losses 
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for  1982  are  likely  to  range  between  $6  billion  and  $12  billion. 
Even  if  short  term  interest  rates  were  to  fall  significantly, 
savings  and  loan  earnings  would  not  recover  immediately.   A 
growing  share  of  their  deposits  are  longer  term  deposits, 
such  as  the  30  month  certificate,  with  rates  of  13%,  14%, 
and  15%,  and  the  interest  rate  on  these  funds  will  remain 
fixed  for  many  months.   In  addition,  the  ongoing  and  necessary 
phase-out  of  deposit  rate  controls  will  continue  to  exert 
upward  pressure  on  the  cost  of  funds,  regardless  of  the  course 
of  interest  rates.   If  the  savings  and  loan  industry  loses 
$10  billion  in  1982,  then  the  industry's  aggregate  net  worth 
will  have  declined  from  $33  billion  at  year  end  1980  to  $18 
billion  by  year  end  1982. 

However,  such  aggregate  net  worth  data  obscures  the 
important  fact  that  some  savings  and  loans  and  savings  banks 
have  very  weak  net  worth  positions,  while  others  are  still 
relatively  strong.  A  review  of  the  semiannual  reports  that 
savings  and  loans  file  with  the  Federal  Home  Loan  Bank  Board 
(FHLBB)  shows  that  as  of  June,  1981,  189  savings  and  loans 
with  combined  assets  of  $25  billion  had  net  worth  to  asset 
ratios  below  2%.  Yet,  the  2,756  savings  and  loans  with  net 
worth  ratios  above  4%  had  an  aggregate  net  worth  ratio  of 
5.79%,  a  reasonably  healthy  capital  cushion.   Any  federal  assist- 
ance progr2un  should  be  targeted  to  institutions  with  weak  net 
worth  positions. 
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During  the  second  half  of  1981  savings  and  loans  as  a 
whole  had  a  return  on  assets  of  negative  1%,  at  an  annualized 
rate.   Using  the  FHLBB's  semiannual  report  data,  we  have 
estimated  savings  and  loan  losses  for  1982  on  the  assumption 
that  the  1%  loss  rate  continues  throughout  1982.   This  yields 
a  projection  that  roughly  600  savings  and  loans  with  combined 
assets  of  $110  billion  will  have  net  worth  ratios  below  2% 
by  the  end  of  1982.   This  projection  shows  some  of  the  600 
savings  and  loans  with  positive  net  worth  (between  2%  and  0) , 
but  the  average  net  worth  for  the  600  institutions  will  be 
only  negative  0.3%.   To  boost  the  net  worth  ratios  of  these 
savings  and  loans  up  to  2%  would  thus  require  a  capital  infusion 
of  %2h   billion  during  1982. 

ALTERNATIVES  TO  CAPITAL  ASSISTANCE 
ARE  NOT  WITHOUT  COSTS 

The  cost  to  the  FSLIC  and  FDIC  insurance  funds,  and 

ultimately  to  the  federal  government  if  these  funds  prove 

inadequate,  of  a  large  number  of  savings  and  loan  and  savings 

bank  failures  would  be  substantial.   Most  savings  and  loan 

and  savings  bank  deposits  are  insured  by  FSLIC  or  FDIC,  and  a 

case  can  be  made  that,  under  the  present  circumstances,  it  is 

prudent  for  the  insurance  funds  to  continue  their  present 

policy  of  covering  uninsured  deposits  in  order  to  prevent 

major  deposit  withdrawals.   When  institutions  fail  the  insurance 

funds  must  pay  off  depositors  and  take  over  mortgage  assets 

with  greatly  depreciated  market  values.   FSLIC  Director  Brent 

Beesley  has  estimated  the  average  cost  to  the  FSLIC  of 
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liquidating  failed  savings  and  loans  to  be  about  30%  of  the 
failed  institutions'  assets.  The  recent  Brookings  Institution 
study  of  savings  and  loans  and  savings  banks  estimated  the 
market  value  of  these  institutions'  assets  to  be  14%  below 
their  book  value. 

Rather  than  undertake  costly  liquidations,  the  FSLIC  has 
merged  failing  savings  and  loans  into  other  savings  and  loans. 
However,  such  distress  mergers  can  require  substantial  assistance 
payments  from  the  FSLIC.   For  example,  FSLIC  estimates  the 
cost  of  the  7  FSLIC  assisted  mergers  arranged  during  the  first 
five  months  of  1981  to  have  averaged  22%  of  the  assets  of  the 
merged  savings  and  loans.   In  recent  months  FSLIC  has  held  out 
the  carrots  of  interstate  banking  and  purchase  accounting  pro- 
cedures designed  to  disguise  current  losses  in  order  to  reduce 
the  assistance  demands  of  savings  and  loans  submitting  bids 
for  distressed  savings  and  loans.  According  to  FSLIC  data 
that  strategy  has  had  some  success.   FSLIC 's  cost  for  the  16 
supervisory  mergers  arranged  during  the  last  seven  months  of 
1981  averaged  only  5%  of  merged  assets.   However,  this  data 
should  be  treated  with  caution  because  it  involves  very  specu- 
lative estimates  of  the  present  value  of  future  FSLIC  payments 
which  themselves  are  contingent  on  interest  rate  changes. 

In  any  case,  considerable  doubt  exists  as  to  whether 
FSLIC  can  continue  to  arrange  an  ever  increasing  number  of 
supervisory  mergers  at  such  low  assistance  costs.  As  more 
savings  and  loans  encounter  earnings  difficulties,  there  are 
fewer  savings  and  loans  strong  enough  to  absorb  the  failures. 
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Also,  many  troubled  savings  and  loans  are  located  in  markets 
that  other  savings  and  lo«ms  are  not  interested  in  entering, 
even  on  an  interstate  basis. 

In  an  effort  to  hold  down  the  cost  of  assisted  mergers, 
the  FDIC  and  FHLBB,  with  Federal  Reserve  Board  approval,  are 
likely  to  authorize  large  bank  holding  companies  to  acquire 
failing  savings  and  loans  and  savings  banks  across  state  lines. 
Such  an  approach  is  consistent  with  the  Reagan  Administration's 
position  that  savings  and  loans  and  savings  banks  should  be 
given  full  commercial  bank  powers  and  the  depository  institu- 
tion system  homogenized.  However,  caution  must  again  be 
exercized  in  evaluating  this  approach  because  no  one  knows 
whether  commercial  banks  would  be  willing  to  acquire  a  great 
number  of  failing  savings  and  loans  without  substantial  FSLIC 
aasi^tance. 

Although  predictions  are  perilous,  it  is  quite  possible 
that  the  FSLIC 's  $6.8  billion  insurance  fund  will  have  to  be 
supplemented  with  additional  federal  appropriations  over  the 
next  few  years.   Thus,  there  are  really  two  alternatives  for 
addressing  the  current  situation.  One  is  to  continue  with 
an  expanded  supervisory  merger  program  and  enact  legislation 
giving  the  FSLIC  a  much  greater  line  of  credit  with  the 
Treasury  Department.   The  other  approach,  as  proposed  by 
H.R.  5568,  is  to  augment  the  existing  insurance  fund  with  a 
capital  assistance  fund.   If  interest  rates  turn  upward  in 
future  years  and  many  savings  and  loans  and  savings  banks  fail 
in  spite  of  capital  assistance,  then  the  capital  assistance 
approach  will  undoubtedly  cost  more  than  an  assisted  merger 
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approach.   On  the  other  hand,  should  interest  rates  fall 
significantly  and  many  troubled  savings  and  loans  and  savings 
banks  recover,  a  capital  guarantee  approach  could  well  cost 
less  than  the  assisted  merger  approach. 

THE  BILL  IS  VOID  OF  NECESSARY  PUBLIC  BENEFITS 
The  roost  important  issue  involved  in  this  legislation  is 
not  the  question  of  cost,  but  rather  the  future  role  of  savings 
and  loans  and  savings  banks.   It  makes  no  sense  to  provide 
capital  assistance  to  prop  up  individual  savings  institutions 
and  their  managements  if  these  institutions  are  not  subject 
to  clearly  defined  public  purpose  requirements.   Any  serious 
set  of  such  requirements  must  center  on  mortgage  lending, 
since  this  is  an  area  of  great  public  need  and  savings  and 
loans  and  savings  bank  expertise.   In  the  Joint  Statement 
submitted  by  several  members  of  this  panel  we  have  outlined  a 
set  of  mortgage  requirements  that  would  establish  a  new  mort- 
gage mandate  for  savings  and  loans  and  savings  banks.   These 
requirements  would  assure  that  savings  and  loans  and  savings 
banks  serve  important  mortgage  credit  needs  and  at  the  same 
time  permit  savings  and  loans  and  savings  banks  sufficient  asset 
flexibility  to  compete  successfully  in  a  financial  market 
without  deposit  rate  controls. 

Unfortunately,  H.R.  5568  lacks  any  meaningful  public 
benefit  requirements.   As  pointed  out  in  the  Joint  Statement, 
the  bill's  only  public  benefit  provision — a  requirement  that 
troubled  institutions  make  below  market  rate  mortgages — is 
weak  and  somewhat  perverse.   It  is  disturbing  to  find  the 
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House  Banking  Committee  advancing  a  bill  that  is  so  bereft 
of  public  benefits. 

Treasury  Secretary  Regan,  FHLBB  Chairman  Pratt,  and 
Senate  Banking  Committee  Chairman  Garn  have  a  clear  vision  of 
the  future  role  of  the  savings  and  loans  and  savings  banks — 
rapid  consolidation,  wholesale  conversion  from  mutual  to  stock 
ownership,  homogenization  with  commercial  banks,  real  estate 
development  and  investment,  and  securities  activities.   Unless 
the  Committee  acts  quickly  to  establish  an  alternative  future, 
this  deregulation  vision  will  soon  become  a  reality.   Under 
these  circumstances,  the  beneficiaries  of  a  capital  assistance 
program  would  be  managements  and  stockholders  of  aggressive 
financial  institutions,  not  depositors,  borrowers,  or  local 
communitites. 

The  grave  flaw  in  H.R.  5568  is  the  Committee's  failure 
to  articulate  an  alternative  vision  to  that  of  the  Regan-Pratt- 
Garn  deregulation  troika.   Capital  assistance  legislation 
cannot  be  supported  unless  it  delimits  a  future  role  for  savings 
and  loans  and  savings  banks  that  involves  specific  public 
benefits,  not  just  financial  homogenization  and  a  break  down 
of  the  separation  of  commerce  and  banking.   It  is  sad  that 
the  Committee  is  not  using  this  opportunity  to  re-establish  a 
meaningful  public  purpose  mandate  for  savings  and  laons  and 
savings  banks.   Legislative  realities  are  such  that  the  savings 
and  loan  and  savings  bank  industry  generally  has  sufficient 
lobbying  power  to  block  public  purpose  requirements.   But 
when  the  industry  is  coming  to  Congress  to  ask  for  help,  there 


Digitized  by  VjOOQ IC 


951 


is  great  opportunity  to  incorporate  public  benefit  require- 
ments into  legislation. 

NECESSARY  PUBLIC  BENEFITS 

A  summary  of  necessary  public  benefits  is  provided  below. 
Absent  these  public  benefits,  a  capital  assistance  progreun 
would  represent  a  major  commitment  of  federal  government 
resources  without  commensurate  public  benefit. 

1.   Savings  and  loans  and  savings  banks  should  be  required 
to  invest  50%  of  their  assets  in  long  term  residential  mortgages 
that  are  either  standard  fixed  rate  mortgages  or  adjustable 
rate  mortgages  with  reasonable  constraints  on  rate  increases. 
To  qualify  for  this  50%  portfolio  requirement,  adjustable  rate 
mortgages  should  have  rate  increase  constraints  such  that 
monthly  payments  will  not  rise  faster  than  2/3  the  average 
wage  increase  rate  of  U.S.  workers  and,  if  negative  amortiza- 
tion is  used,  loan  balances  will  not  rise  faster  than  1/5 
the  inflation  rate  or  home  appreciation  rate.   Savings  and 
loans  and  savings  banks  could  invest  the  remaining  50%  of 
their  assets  in  non-mortgage  loans,  commerical  mortgages,  and 
residential  mortgages  not  subject  to  the  statutory  constraints. 
This  would  give  these  institutions  important  investment 
flexibility,  and  at  the  same  time  provide  a  supply  of  mortgages 
that  do  not  impose  unreasonable  risk  on  home  owners. 
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It  is  often  asserted  that  constraints  on  adjustable  rate 
mortgages  will  lead  to  renewed  earnings  difficulties  for 
savings  and  loans  and  savings  banks  in  the  future.  Yet,  Chair- 
man Pratt  has  provided  strong  evidence  that  adjustable  rate 
mortgage  constraints  even  stricter  than  those  proposed  above 
are  workable.   In  July  1981  testimony  before  the  House  Banking 
Committee,  Mr.  Pratt  calculated  that  if  savings  and  loans 
since  1975  had  been  making  ARMs  with  a  1%  per  year  limit  on 
interest  rate  increases,  their  1980  mortgage  portfolio  yield 
would  be  1.37%  higher  than  it  is  today.  Then  Mr.  Pratt  stated 
that  "the  thrift  industry  would  still  be  profitable  today,  and 
the  current  net  worth  erosion  would  be  nonexistent,"  if  the  1980 
mortgage  portfolio  yield  had  been  increased  by  only  1.0%. 

2.  The  FHLBB  and  FDIC  should  be  required  to  disclose 
their  Community  Reinvestment  Act  performance  evaluation  and 
rating  of  individual  savings  and  loans  and  savings  banks.   Dis- 
closure, by  permitting  meaningful  public  review  and  comment, 
would  greatly  improve  the  evaluation  process,  which  after  all 
is  dependent  upon  a  good  working  knowledge  of  local  mortgage 
credit  needs. 

3.  Savings  and  loans  and  savings  banks  organized  on  a 
mutual  basis  will  prove  to  be  of  great  public  value  in  an 
increasingly  deregulated  financial  environment.   Mutual  insti- 
tutions are  better  suited  than  stock  institutions  to  absorb 
the  interest  rate  risk  associated  with  long  term  mortgage 
lending  on  terms  that  protect  home  owners  from  excessive  risk. 
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This  difference  occurs  because  manag^nents  of  stock  institu- 
tions are  under  strong  pressure  to  operate  with  low  capital 
ratios,  in  order  to  increase  the  return  on  stockholders' 
equity,  and  to  avoid  earnings  fluctuations,  in  order  to  enhance 
the  market  value  of  their  stock.   Stock  institutions  will 
thus  have  an  increasingly  strong  inclination  to  avoid  interest 
rate  risk.   Additionally,  mutuals  provide  a  mechanism  for 
control  by  borrowers  and  depositors,  and  have  the  advantage 
that  all  earnings  are  available  for  reinvestment,  since  there 
are  no  stockholders  requiring  dividends.  Efforts  should  be 
made  to  discourage  any  large  scale  conversion  of  savings  and 
loans  and  savings  banks  from  mutual  to  stock  form.   Specifically, 
mutual  institutions  receiving  federal  capital  assistance 
should  not  be  converted  to  stock  form  while  federal  assistance 
continues.   Any  stock  institution  receiving  capital  assistance 
should  be  automatically  converted  to  mutual  form  whenever 
its  net  worth  (excluding  federal  assistance)  falls  below  zero. 
Also,  as  outlined  in  the  Joint  Statement,  the  FHLBB  should 
take  specific  steps  to  strengthen  the  accountability  of 
mutual  institutions  to  their  members. 

4.   It  is  puzzling  to  observe  year  after  year  the  Banking 
Committee  deal  with  savings  and  loan  issues  without  any  con- 
sideration of  the  need  for  a  mechanism  that  would  facilitate 
the  coming  together  of  depositors  and  borrowers  as  intelligently 
organized  consumers.   A  simple  requirement  that  savings  and 
loans  and  savings  banks  be  required  to  insert  in  their  annual 
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Statements  to  customers  a  notice  written  by  such  a  group 
inviting  other  depositors  and  borrowers  to  join  together 
%fOuld  vastly  enhance  the  accountability  of  savings  and  loan 
and  savings  bank  management. 

A  similar  model  for  utility  consumers  in  Wisconsin — 
called  CUB,  or  the  Citizens  Utility  Board — now  has  65,000 
members,  a  full  time  staff  of  experts,  and  its  own  newspaper. 
Enclosed  are  some  descriptive  saunples  of  the  envelope  insert 
and  the  CUB  brochure  for  inclusion  in  the  hearing  record. 
There  is  also  pending  H.R.  5421 — The  National  Telecommunications 
Consumers  Board  Act — designed  to  help  telephone  consumers 
organize  themselves  into  a  consumer  group. 

These  mechanisms  impose  no  tax  burden,  establish  no 
government  agency,  and  are  voluntary  for  consumers.  What 
they  do  is  provide  a  convenient  way  to  band  together  and 
redress  the  enormous  imbalance  of  power  between  consumer  and 
corporate  officials  in  the  making  of  policy.   If  applied  to 
savings  and  loans  and  savings  banks,  they  would  lead  to 
accountability  in  investing  "other  people's  money." 
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CUB 

CITIZENS 
UTILITY 
BOARD 


Here's  what  you 
can  do  about 
rising  utility  rates. 


CUB( 

P.O.  Box  19312 

Washlngtoa,  D.C.  20036 

202.387.8030 
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You  know  the  old  story: 

Electric,  gas  and  telephone  bills 
just'keep  going  up  and  up. 

Your  only  choice  is  to  dig 
deeper  into  your  pocket  to  pay 
the  bin,  or  turn  off  the  lights, 
right? 

Wrong. 

Now  there's  something  people  can 
do  to  help  themselves: 

Form  aCMzena  Utility  Board, 
or  CUB. 

That's  what  over  5Q,000  people  are 
domg  in  Wisconsin.   Now  they  can 
work  for  fair  utility  rates. 
Now  consumers  can  challenge  the 
utilities,  and  balance  the  process. 

Here's  how. 
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CUwaUtafyBoard^fWiKomki,POBaxmiB,hUbim,  WIS57C8,(W25S:2971 

This  mcssiM^  was  written  and  paid  for  by  the  Gtizens  Utility 
Board  (CUB),  nor  the  Wisconsin  Electric  Power  Co. 

Isn't  enough  enough? 

Your  dectric  biU  was  increased  159b  last  year. 

Now,  Wisconsin  Electric,  your  utility,  wants  to  increase  your  rates  again,  by 
149b.  That  means  you  could  pay  S50»  $100  or  even  $200  more  for  electricity 
alone  this  year. 

The  Gtizens  Utility  Board  wants  to  challenge  this  increase.  We  think  it  is  too 
much  for  oonsumers  to  pay. 

That's  why  we  need  your  hdp  today.  You  can  join  CUB  for  just  $3,  $5,  or 
$10.  CUB  was  created  by  law  to  represent  consumers,  but  does  not  recent  tax 
dollars.  CUB  is  funded  by  your  contributions. 

If  you  contribute,  CUB  will  have  the  resources  it  takes  to  challenge  ^^scoosm 
Bectiic's  request  When  the  utility  asks  the  Public  Service  Commission  for 
the  maease,  CUB  win  be  there  with  consumer  experts  to  defend  your  mterests. 

And  by  joining  CUB,  youll  be  joining  over  25,000  people  who've  said  they 
want  dout  when  utility  rates  are  set  We'll  be  worldng  to  try  to  make  sure 
our  dectric  rates— as  weU  as  our  tdq>hone,  gas  and  water  rates— are  fair 
mthe  future. 

MaCUBtodiqr. 

Snoerdy, 

Sharon  Chamberlain 

Director 

Citizens  Utility  Board 


Yal  I  tmt  to  bdp  daOa^  Wbooosin  Ekclrk't  nie  bcnne  and  jdn  the  effort  for  fair 
ultnotttojotoCUB. 
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Chairman  Gonzalez.  Mr.  Nader,  do  you  have  sufficient  time  for 
the  question  period  if  we  hear  the  other  witnesses,  or  would  you 
rather  that  we  proceed  with  the  questions  directed  to  you,  if  you 
have  this  kind  of  time  pressure  on  you.  I  believe  if  there  is  no  ob- 
jection we  could  proceed  that  way. 

Mr.  Nader.  Yes,  I  do  have  an  appointment  with  a  U.S.  Senator. 

Chairman  Gonzalez.  Well  in  that  case,  you  are  not  excused. 

[Laugther.] 

Mr.  Nader.  I  was  about  to  confess  that  there  are — pardon  me — 3 
to  5  minutes  if  you  would  like,  and  if  the  members  of  the  panel 
don't  object. 

Chairman  Gonzalez.  If  there  is  no  objection  on  the  part  of  your 
colleagues  on  the  panel  or  the  members  of  the  subcommittee,  I 
think  we,  in  all  fairness,  since  we  did  start  late,  perhaps  we  can 
proceed  that  way. 

I  am  going  to  defer  to  the  chairman  of  the  full  committee  be- 
cause you  have  presented  your  views  with  respect  to  the  one  bill 
introduced  by  the  distinguished  chairman,  H.R.  5568.  And  I  would 
like  to — if  you  have  not  received,  I  would  like  to  invite  your  atten- 
tion and  we  will  send  it  to  you,  a  copy  of  the  bill,  the  main  vehicle 
for  these  hecuings,  the  Housing  and  Urban  Development  Act  of 
1982. 

And  since  this  came  in  on  an  emergency  basis  and  also  has  a  tie- 
in  with  your  50  percent  investment  in  fixed  mortgages  and  the 
like,  this  was  the  quickest  way  actually  to  facilitate  both  things, 
but  actually  the  expertise  and  the  real  jurisdiction  with  respect  to 
the  savings  institutions  is  in  the  subcommittee  that  the  chairman 
of  the  overall  committee  continues  to  chair. 

But  I  would  like  to  perhaps  involve  you  at  a  later  date  and  con- 
venient to  you,  your  participation  in  our  hearings  with  respect  to 
the  specific  housing  legislation  pending  also. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman.  Mr.  Nader,  with  re- 
spect to  your  50  percent  requirement,  at  the  present  time,  wouldn't 
that  be  rather  an  academic  thing  in  view  of  the  fact  that  savings 
and  loans  are  required  at  the  present  time  to  invest  82  percent  of 
their  funds  in  mortgage  lending  and  mutual  savings  banks,  76  per- 
cent? 

Mr.  Nader.  Mr.  Chairman,  first  of  all,  we  want  to  make  sure 
that  those  that  do  not  reflect  the  average  you  just  indicated  would 
be  covered.  And  if  there  isn't  that  kind  of  problem,  this  kind  of 
minimum  should  not  be  objectionable.  So  it  is  that  kind  of  safe- 
guard. 

Mr.  St  Germain.  Well,  let  us  put  it  this  way.  You  can  argue  that 
way  but  I  can  argue  the  other  way  and  say  that  what  we  are  doing 
here  is  imposing  a  requirement.  Incidentally,  in  reading  your  state- 
ment at  page  3,  any  Federal  assistance  program  should  be  targeted 
to  institutions  with  weak  net  worth  positions.  That  is  what  the  leg- 
islation does.  You  have  to  fall  below  2  percent  for  2  quarters  in 
order  to  qualify. 

I  do  not  understand  that  statement  on  page  3. 

Mr.  Nader.  Do  you  mean  on  the  50  percent? 

Mr.  St  Germain.  No.  On  page  3  of  your  statement  in  paragraph 
2,  you  say: 
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A  review  of  the  semiannual  reports  that  S.  &  L/s  file  with  the  Home  Loan  Bank 
Board  shows  that  as  of  June  1981, 189  S&L's  with  combined  assets  of  $25  billion  had 
net  worth  to  asset  ratios  below  2  percent.  Yet,  the  2,756  savings  and  loans  with  net 
worth  ratios  above  4  percent  had  an  aggregate  net  worth  ratio  of  5.79  percent,  a 
reasonably  healthy  capital  cushion. 

I  do  not  disagree  with  that.  I  am  aware  of  those  statistics.  Then 
you  say,  "Any  Federal  assistance  program  should  be  targeted  to 
the  institutions  with  weak  net  worth  positions/'  That  is  what  the 
le^lation  does. 

The  way  I  read  this,  it  is  as  though  we  are  attempting  to  assist 
institutions  with  high  net  worth. 

Mr.  Nader.  But  you  see,  we  are  trsring  to  anticipate  the  U.S.  Sav- 
ings &  Loan  League,  which  supports,  as  we  understand  it,  across- 
the-board  assistance,  so  we  are  just  trsring  to  make  clear  that  we 
think  that  is  a  good  provision. 

Mr.  St  GERBfAiN.  I  could  not  agree  more.  Frankly,  one  of  the  big 
reasons  is  that  we  just  cannot  afford  to  go  out  there  and  help  ev- 
erybody. And  I  think  it  is  important  to  help  those  who  need  the 
assistance,  not  just  anyone  at  all.  We  intend  to,  incidentally,  write 
the  criteria  in  such  a  manner  we  are  going  to  expand  on  the  crite- 
ria for  the  insuring  agencies  who  would  be  making  the  decisions 
here  to  insure  that  the  institutions  that  are  assisted  do  indeed  have 
good  management  and  that  they  indeed  can  survive  if  assisted.  So 
it  is  not  throwing  good  money  after  bad. 

As  you  have  alluded  to  in  your  statement,  we  additionally  are 

foing  to  provide  net  worth  guarantee  certificates  instead  of  cash. 
Ve  will  go  through  the  appropriations  process,  however,  with  no 
outlays.  Tlie  only  time  there  would  be  an  outlay  is  if  an  institution 
that  nad  a  net  worth  guarantee  certificate  were  to  fail. 

Hopefully,  that  will  not  happen  if  the  process  is  properly  struc- 
tured because  there  will  be  reasonable  opportunity  or  there  will  be 
reasonable  hope  that  the  institutions  assisted  will  survive. 

I  would  like  to  make  this  other  point,  Mr.  Nader.  I  am  sure  you 
are  aware  of  the  fact  that  redlining  legislation  would  not  be  on  the 
books  if  it  were  not  for  this  member.  I  carried  that  pail  of  water 
when  I  was  the  only  one,  and  then  was  eventually  assisted  by  other 
members  of  the  committee,  but  it  was  a  tough  fight.  So  I  thmk  my 
record  is  pretty  clear  in  areas  of  public  interest. 

However,  this  legislation  I  did  not  view  as  a  vehicle  for  public 
interest  legislation  to  be  added.  If  you  viewed  or  have  had  an  op- 

Eortunity  to  look  at  the  principles  that  we  annunciated  for  our 
earings  in  the  FIRA  document  which  is  our  answer  to  what  you 
referred  to  as  the  troika  legislation  on  the  other  side,  you  will  find 
that  everything  that  you  listed  in  your  joint  statement  is  contained 
therein. 

If  we  were  to  add  some  of  these  items  that  you  wish  added  here, 
franklv  I  think  what  they  would  want  to  do  is  send  the  bill  back 
with  the  troika  legislation  as  a  rider.  I  frankly  feel  that  if  we  are 
going  to  be  successful  in  aiding  thrift  institutions  that  are  in  dire 
difficulty,  and  hopefully  maintaining  a  system  to  provide  home 
mortgage  funds,  that  this  is  an  interim  step  that  must  be  taken. 
But  I  do  not  look  upon  this  legislation  as  the  answer  to  all  prob- 
lems and  I  do  not  contend  that  it  is.  It  was  not  drafted  for  that 
purpose.  We  did  incorporate  the  50-percent  requirement  for  home 
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mortgage  lending  to  first-time  home  purchasers  for  residential 
mortgages.  We  felt  that  that  was  a  neceaaary  component.  Other- 
wise, we  would  not  want  to  see  this  go  the  route  of  the  all-savers 
certificate  where  the  funds  there  were  used  to  purchase  security, 
mortgage-backed  securities,  that  created  no  new  housing  whatso- 
ever. That  was  a  farce  and  I  do  not  want  to  see  that  repeated. 

So  with  that,  I  will  not  ask  any  questions.  I  just  thought  I  would 
make  my  position  clear  on  that. 

Mr.  Nader.  Mr.  Chairman,  we  think  that  you  have  exceptional 
bargaining  power  whenever  you  are  dealing  with  subsidy  legisla- 
tion that  the  industrv  wants — whether  it  is  S.  &  L.'s  or  other  subsi- 
dy legislation  outside  the  banking  area — to  attach  these  public 
benefits.  I  am  very  glad  to  see  that  you  have  already  been  on  the 
record  as  supporting  all  of  these.  So  really,  it  is  a  request  for  a  tac- 
tical consideration. 

Mr.  St  Germain.  Ralph,  we  have  been  that  route  before.  As  to 
tactical  considerations,  I  always  have  appreciated  your  input  and  I 
think  Mr.  Sisson  was  at  some  of  those  meetings  as  well  as  another 
gentleman  back  there,  and  so  I  will  very  definitely  take  your  rec- 
ommendations into  consideration. 

As  to  the  ultimate  tactical  decisions,  I  am  going  to  have  to  re- 
serve those  and  hope  that  I  do  what  is  best. 

Mr.  Nader.  That  goes  without  saying.  You  people  are  the  law- 
makers, but  it  is  our  judgment  that  when  you  are  ^ving  an  indus- 
try something — and  you  are  giving  them  somethmg  very  valua- 
ble— that  you  can  condition  it. 

I  think  the  integrity  of  the  subsidy  process  across  the  board  in 
our  Government  has  been  undermined  by  a  kind  of  one-way  ap- 
proach giving  but  not  conditioning.  And  we  need  to  establish 

Mr.  1^  Germain.  Here  is  where  we  may  disa^ee.  I  do  not  look 
upon  this  as  giving  to  the  industry.  Frankly,  it  is  not  the  industry 
that  concerns  me;  it  is  the  prospective  home  purchaser  that  con- 
cerns me.  I  am  concerned  about  the  fact  that  we  may  not  have  a 
delivery  system  for  home  mortgage  financing.  That  is  what  con- 
cerns me. 

I  am  concerned  about  the  people  I  met  in  Seattle,  Wash.,  who 
have  been  out  of  work  now  for  over  1  year  because  the  saw  mills 
have  shut  down  and  they  are  no  longer  cutting  trees.  I  am  con- 
cerned about  the  people  in  Atlanta  who  are  out  of  work  because 
they  are  not  manufacturing  carpets.  The  hardwood  industry  has 
closed  down;  they  are  not  making  furniture.  People  in  Qiicago  that 
are  out  of  work  because  they  work  in  industries  that  are  dependent 
upon  home  purchases. 

Therein  lies  my  concern.  It  is  not  with  the  S.  &  L.,  individual  S. 
&  L.'s  or  the  U.S.  League  of  Savings  Associations  or  the  National 
Savings  &  Loan  League.  It  is  with  the  people  that  I  feel  would 
benefit  if  we  are  able  to  insure  that  these  institutions  survive,  and 
that  they  are  required  to  put  money  into  home  mortage  lending. 

Mr.  Nader.  I  think  there  is  no  disagreement  there.  What  our 
proposals  are  designed  to  do  is  to  further  insure  that,  and  to  give 
more  data  and  information  to  community  groups  so  they  can  carry 
some  of  the  burden  on  their  shoulders,  too,  and  not  just  leave  it  up 
to  Congress  and  the  Federal  Home  Loan  Bank  Boietrd,  the  latter 
being  now  in  rather  dubious  hands. 


Digitized  by  VjOOQ IC 


963 

As  far  as  the  needs  of  middle  and  lower  income  people  are  con- 
cerned for  housing — and  I  am  sure  other  members  of  the  panel  will 
drive  that  point  home — I  think  that  is  really  what  emanates  these 
public  benefit  conditions.  Because  so  often  when  programs  come 
out  of  here,  they  are  designed  to  help  not  just  the  inundate  indus- 
try but,  as  you  say,  the  workers  and  other  p€u*ts  of  the  economy. 
But  they  never  dribble  all  the  way.  I  mean  there  is  a  lot  of  leakage 
and  a  lot  of  seepage  on  the  way,  and  to  try  to  minimize  that  really 
represents  the  purpose  of  these  public  benefit  amendments. 

Mr.  St  GERBfAiN.  Well,  we  thank  you  for  your  concern  and  your 
suggestions  and  your  submissions. 

A&.  Nader.  Thankvou. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman. 

Mr.  Bethune.  Mr.  Nader,  if  I  could  just  have  a  couple  of  minutes 
of  your  time.  First,  I  detect  from  the  overall  tone  of  the  testimony 
that  your  basic  purpose  is  to  raise  what  I  consider  very  thoughtful 
questions,  and  they  are:  If  Congress  is  to  pass  some  sort  of  assist- 
ance program  for  the  S.  &  L.  industry,  what  is  going  to  happen 
with  tne  money,  where  is  it  going  to  wind  up  and  who  is  it  going  to 
benefit.  And  I  think  these  are  critical  questions. 

You  raise  two  subparts  to  these  questions,  as  I  see  it:  One,  about 
the  long-term  role  for  the  savings  and  loan  industry — are  they 
going  to  get  into  something  other  than  housing,  and  if  they  are 
what  is  it  going  to  be,  and  who  is  that  going  to  benefit?  And  I  think 
that  is  a  legitimate  question. 

And  second,  you  raise  questions  about  the  form  of  the  business 
entities  that  are  out  there  right  now,  the  question  being  whether  or 
not  aid  might  have  a  better  chance  of  filtering  down  to  people  who 
need  housing  or  whether  or  not  it  might  be  siphoned  off  in  the  case 
of  a  stock  organization.  And  I  think  that  is  a  legitimate  question. 
This  morning  we  heard  from  the  industry  people,  and  these  were 
the  same  two  thoughts  that  kept  going  over  in  my  mind  all  morn- 
ing long: 

One,  where  are  we  going  in  the  long  term  with  this  industry? 
Are  we  going  to  have  an  amalgamation  of  S.  &  L.'s,  banks,  and 
some  other  entities?  What  does  that  mean,  because  we  are  talking 
about  a  sizable  amount  of  money  here  at  a  time  when  we  are 
trying  to  find  places  to  save  money  rather  than  spend  it? 

Then,  second,  the  question  that  I  kept  hearing  this  morning  was: 
What  conditions  or  limitations  should  be  placed  on  who  qualifies 
and  who  does  not  qualify  for  this  assistance.  And  it  kept  occurring 
to  me,  who  is  it  we  are  tiying  to  help  here. 

In  fact,  I  even  began  to  think  in  reverse:  Should  we  not  be  help- 
ing the  industries  that  are  attracting  savings,  those  institutions  out 
there  that  are  doing  well,  that  are  actually  making  housing  loans 
right  now,  and  let  the  others  merge  out? 

So  I  think  it  is  good  that  you  have  reused  these  questions  here.  I 
say  all  that  just  as  a  compliment,  basically,  to  the  thrust  of  your 
testimony. 

Next,  am  I  not  mistaken — or  am  I  not  correct  that  you  were  op- 
posed to  the  Chrysler  bailout? 

Mr.  Nader.  Yes,  without  conditions.  I  testified 

Mr.  Bethune.  I  did  not  have  the  benefit  of  hearing  your  testi- 
mony. 
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Mr.  Nader.  It  was  the  same  principle,  that  if  you  are  going  to 
bail  out  the  company  because  it  will  help  other  people,  like  woA- 
ers,  then  let  us  establish  some  conditions  to  make  sure  that  it  is 
likely  to  work  and  to  make  sure  that  the  public  receives  some  by- 
product of  the  benefits.  In  this  case  they  dealt  with  certain  «igi- 
neering  advances  in  mass  transit  and  auto  safety  which  Chrysler 
had  been  working  on  in  a  small  way  for  the  Federal  Government 

You  see,  by  definition  subsidy  assistance  programs  always  get 
caught  up  in  a  hurry,  hurry  up.  There  is  a  no-time-to-loee  atmos- 
phere on  Capitol  Hill,  and  that  militates  against  solid  consideration 
of  conditions.  Obviously  you  up  there  look  at  it  from  a  different 
perspective  of  urgency  and  practicality  than  we  do  here,  whidi  is 
why  we  have  to  be  here.  That  is  the  whole  point. 

Mr.  Bethune.  I  would  encourage  you — I  do  not  think  your  orga- 
nization has  yet — to  look  at  the  entire  credit  budget  proposition 
that  Norman  Mineta  and  I  are  working  on  in  an  effort  to  try  to 
make  sense  out  of  this  overall  problem  of  credit  assistance  pro- 
grams. This  one  will  wind  up  looking  very  much  like  a  credit  as- 
sistance program  when  we  get  through  with  it,  I  would  expect  I 
already  see  the  term  ''loan  guarantee  cropping  up  here  and  there, 
but  I  will  send  you  a  package  of  material  on  that  and  I  would  en- 
courage you  to  toke  a  good  look  at  it. 

And  then  finally,  I  would  just  like  to  say  that  I  am  not  sure  that 
you  and  I  wind  up  in  agreement  on  too  many  things,  but  we  did 
agree  on  Chrysler. 

And  then  recently  the  Alaska  Natural  Gas  Pipeline  was  a  matter 
of  some  importance  around  here,  and  I  would  just  like  to  compli- 
ment you  for  an  excellent  piece  of  work  on  that. 

Mr.  Nader.  Thank  you. 

Mr.  Bethune.  Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Mr.  Chairman,  if  I  might  make  a  point.  Inci- 
dentally, on  the  legislation,  it  does  state  that  in  the  case  of  a  stock 
organization  no  dividends  will  be  paid  during  that  period  of  time 
that  the  institution  has  a  net  worth  guarantee  certificate. 

Chairman  Gonzalez.  If  you  have  a  little  time,  Ms.  Oakar  may 
have  a  question.  Ms.  Oakar  and  Mr.  Vento? 

Mr.  Vento.  I  have  no  questions. 

Ms.  Oakar.  I  just  had  a  parenthetical  situation.  I  would  just  like 
you  to  comment  briefly  on  it,  Ralph,  if  you  can.  Suppose  we  have 
the  situation  of  the  individual  who  has  paid  off  a  house  for  12 
years  on,  let  us  say,  a  20-year  mortgage  and  missed  two  payments, 
but  did — and  I  am  really  speaking  of  some  specific  cases  that  have 
come  by  my  desk  relative  to  some  people  who  live  in  the  suburbs  of 
Cleveland,  pay  the  interest  on  those  two  payments. 

But  now  the  bank  or  the  S.  &  L.,  I  should  say,  is  saying  that  they 
either  lose  their  home  or  they  jump  from  a  fixed  rate  of  interest  of 
9  percent  to  14  percent,  which  means  they  are  out  of  the  ball  park, 
because  if  they  could  not  afford  the  9  percent  they  are  never  going 
to  afford  the  14  percent. 

Do  you  think  this  legislation  as  it  is  or  with  some  amendments 
would  allow  this  S.  &  L.  more  flexibility  toward  that  kind  of 
person,  or  would  we  still  see  the  same  kind  of  rather  cavalier  situa- 
tion that  at  times  has  gone  on  in  the  past? 
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Mr.  Nader.  Well,  I  think  the  way  it  is  written  it  does  not  re- 
strain the  S.  &  L.  in  the  kind  of  case  that  you  just  described.  That 
is  why  we  also  favor  improving  the  bargaining  power  of  people  in 
the  communities,  because  it  is  hard  to  cover  eSl  of  these  contmgen- 
cies  in  legislation.  It  is  even  harder  to  get  these  contingencies 
which  are  covered,  enforced  by  an  administrative  regulatory 
agency. 

But  if  you  had  an  organization  of  borrowers  and  depositors,  then 
you  could  have  rather  routine  meetings,  for  example,  with  bank 
management  to  try  to  work  out  a  lot  of  these  issues  on  a  negotia- 
tion iMisis.  There  is  just  no  way,  even  if  you  have  a  terrific  person, 
even  if  Congressman  St  Germain  headed  the  Federal  Home  Loan 
Bank  Board,  there  is  no  way  that  you  can  get  down  to  the  grass- 
roots level. 

That  is  why  we  have  made  this  proposal  apropos  the  utility  enve- 
lope in  Wisconsin.  We  have  got  to  have  more  organized  mecha- 
nisms to  facilitate  banding  together  by  people  in  communities, 
whether  they  are  consumers  of  automobiles  or  insurance  or  utility 
services  or  banks. 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Mr.  Nader,  on  page  2— this  is  the  only 
question  I  am  going  to  ask,  because  I  would  submit  it  in  writing, 
but  since  you  are  nere — and  it  has  reference  to  this  sentence  on 
pa^e  2,  the  second  paragraph,  the  second  sentence:  "In  particular, 
it  fails  to  establish  a  new  mortgage  mandate  for  these  institutions." 

Well,  I  have  been  under  the  impression  that  that  was  exactly 
what  the  chairman  had  explained  to  me  it  would  do.  Could  you 
elaborate  on  that? 

Mr.  Nader.  Let  me  have  John  Brown  elaborate  on  this,  because 
this  is  his  favorite  area  that  he  has  worked  on. 

Mr.  Brown.  Mr.  Chairman,  the  meaning  behind  the  statement 
that  there  is  no  new  mortgage  mandate  was  simply  that  the  only 
condition  to  serve  the  morl^age  market  in  the  present  bill  applies 
to  the  institutions  receiving  assistance,  and  it  only  applies  for  the 
duration  of  the  period  that  they  are  receiving  assistance.  So  that 
there  is  no  across-the-board  mandate  that  applies  to  the  savings- 
and-loan  industry. 

Now,  as  we  discussed  in  the  joint  statement,  the  requirement  in 
the  bill  that  would  apply  to  troubled  institutions  is  verv  weak  and 
we  do  not  think  it  is  a  very  effective  mandate.  So  on  both  scores, 
the  fact  that  the  requirement  is  weak  and  the  fact  that  it  does  not 
apply  across  the  board,  we  feel  that  there  is  just  generally  no  over- 
all (urection  delimiting  a  future  role  for  savings  and  loans  in  the 
bill. 

One  further  comment.  The  point  was  raised  by  the  chairman 
that  our  proposal  that  the  savings  and  loans  would  have  to  invest 
50  percent  of  their  assets  in  mortgage  loans  with  safeguards  on 
them  did  not  really  introduce  anything  new,  because  most  S.  &  L.'s 
are  alreadv  at  that  level,  is  not  quite  accurate.  What  we  are  pro- 
posing is  that  50  percent  of  their  assets  be  in  mortgages  with  sSeife- 
guards.  The  present  situation  right  now  is  that  there  are  no  safe- 
guards of  this  type  on  any  of  their  mortgages. 

S.  &  L.'s  could  impose  safeguards  voluntarily  if  they  wanted  to, 
but  the  Bank  Board  about  1  year  ago  totally  deregulated  safegucurd 
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requirements  on  the  mortgage  instrument  So  right  now  savings 
and  loans  can  invest  100  percent  of  their  assets  in  mortgages  with 
no  safeguards  at  all. 

And  I  think,  in  reference  to  the  previous  testimony  concerning 
the  homeowner  in  a  position  of  having  rate  increases  which  they 
cannot  bear,  you  can  see  that  requiring  savings  and  loans  to  invest 
50  percent  of  their  assets  in  mortgages  with  safeguards  would  be  a 
very  significant  benefit  and  a  very  great  improvement  over  the 
present  situation. 

Chairman  Gonzalez.  Well,  the  thing  is  that  it  does  provide  a 
mandate.  Your  statement  is  categorical.  It  sajrs,  "In  particular,  it 
fails  to  establish.''  Now,  you  do  use  the  words  ''a  new  mortgage 
mandate  for  these  institutions."  But  this  is  not  a  residual  bill.  Tliis 
is  a  sort  of  an  emergency  bill. 

And  as  I  understand  the  terms  of  the  words  in  the  bill,  it  does 
earmark  for  as  long  as  the  FDIC,  the  Bank  Board,  or  the  NCUA 
assistance  to  the  institution  is  still  outstanding  at  least  50  percent 
of  its  net  new  deposits,  defined  as  deposits  less  interest  and  divi- 
dends credited  and  withdrawals,  to  the  issuance  of  mortgages  for 
one  to  four-family  residences  or  co-op  or  condo  units,  to  nrst-time 
home  buyers  at  rates  1  percent  over  the  average  cost  of  funds  for 
the  institution's  entire  portfolio. 

So  that  that  is,  I  think,  a  carefully  worded  mandate. 

Mr.  Brown.  I  cannot  quarrel  with  the  wording  of  it.  It  is  the 
effect  of  it  with  which  we  are  concerned.  We  feel  that  it  will  not 
have  a  significant  effect  for  two  reasons:  One,  is  because  it  is  limit- 
ed to  the  most  troubled  institutions,  the  institutions  in  the  most  se- 
rious earnings  difficulties.  They  are  not  in  a  very  strong  position  to 
make  a  lot  of  below  market  rate  mortgage  loans. 

So  the  logic  behind  it  is  somewhat  perverse,  asking  the  weakest 
institutions  to  go  out  and  make  below  market  rate  mortgage  loans. 
This  obviously  will  put  them  at  a  competitive  disadvantage  vis  a 
vis  other  financial  institutions.  It  will  make  it  more  difficult  for 
them  to  attract  deposits,  and  if  they  cannot  attract  deposits,  why, 
then  the  trigger  mechanism  does  not 

Mr.  St  Germain.  How  can  you  make  that  statement?  Why  is  it 
more  difficult  to  attract  deposits  if  they  are  making  loans  at  1  per- 
cent over  their  average  cost  of  new  funds? 

Mr.  Brown.  There  are  two  answers  to  that.  In  the  first  place,  the 
operating  costs  of  savings  and  loans  have  to  be  added  on  to  their 
cost  of  funds.  In  other  words,  if  their  cost  of  funds  is  11  percent  and 
their  operating  cost  is  1.3  percent,  then  their  true  cost  is  12.3  per- 
cent. 

Mr.  St  Germain.  How  does  this  lower  the  amount  of  deposits 
they  attract? 

Mr.  Brown.  Because  the  earnings  they  receive  on  their  mortgage 
portfolio  will  be  less  than  that  of  other  institutions  which  are  not 
subject  to  this  requirement.  So  they  would  be  in  a  weaker  position 
to  compete  for  funds. 

The  second  reason  can  be  seen  by  looking  at  last  year's  data  for 
the  whole  industry.  The  whole  savings  and  loan  industry  last  year 
had  a  net  increase  in  new  deposits,  as  defined  in  this  bill,  of  nega- 
tive $27  billion.  In  other  words,  the  requirement  would  have  lutd 
zero  effect  last  year.  It  is  not  likely  to  have  any  effect  this  year. 
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And  those  figures  are  just  aggregate  figures  for  the  whole  industry. 
If  you  look  at  the  position  of  the  troubled  institutions,  they  have  an 
even  more  serious  position  and  have  a  much  more  difficult  time  at- 
tracting deposits.  So  that  the  net  effect  of  this  trigger  mechanism 
is  zero  under  any  likely  scenario  over  the  next  several  years.  So  I 
just  do  not  think  that  the  benefit  is  meaningful. 

Chairman  Gonzalez.  Well,  I  still  think,  though,  that  your  lan- 
guage here  fails  to  establish  a  new  mortgage  mandate  for  the  insti- 
tutions, perhaps  needs  some  modification  to  say  that  in  your  opin- 
ion this  mechanism — ^the  bill  does  not  fail  to  provide  it;  it  provides 
it — ^but  in  your  opinion  this  mechanism  in  reality  will  not  have  any 
significance  at  all  as  far  as  insuring  participation  in  the  mortgage 
market 

Mr.  Brown.  I  could  accept  that. 

Chairman  Gonzalez.  Well,  it  was  just  the  wording.  I  felt  it  was 
unfair  to  the  chairman's  bill  to  say,  'In  particular  it  fails  to  estab- 
lish a  new  mortgage  mandate  for  these  institutions,"  because  to  the 
extent  that  it  can  it  has  attempted  to  do  that. 

Now,  yes,  I  myself  this  morning  raised  the  question  fi;t)m  the 

E  Tactical  stark  reality  confronting  us  just  how  effectively  we  will 
e  able  to  help  these  institutions  to  survive.  But  that  is  another 
point.  It  was  just  that  that  bothered  me  a  little  bit. 

Thank  you  very  much. 

Mr.  Schumer? 

Mr.  Schumer.  I  have  a  couple  of  questions,  and  then  maybe 
points.  I  think  the  statement,  the  joint  statement  and  the  attached 
statements,  are  excellent.  And  it  has  bothered  me,  that  if  we  are 
going  to  spend  a  lot  of  money  to  save  institutions  which  I  think 
need  saving,  there  ought  to  be  a  mission  and  not  just  have  them  be 
carbon  copies  of  the  big  institutions.  But  there  ought  to  be  some 
kind  of  mission. 

Evidently  before  I  c£une  in  the  chairman  issued  his  concern  that 
we  are  a  two-house  body,  and  that  if  we  went  very  far  here  and  we 
mijght  just  be  throwing  the  baby  out  with  the  bathwater.  But  I 
thmk  overall  I  am  very  impressed  with  this  statement  and  I  think 
it  adds  something  on  the  table. 

I  would  just  make  one  other  point.  It  is  very  interesting  that 
before  1980, 1  think  all  of  Washington,  Republicans  and  Democrats, 
believed  in  Government  assistance  and  the  New  Deal,  and  the  little 
people  went  to  the  Democrats  and  the  big  people,  business,  went 
for  Government  assistance  to  the  Republicans.  But  they  got  it. 

And  what  has  changed  is  that  now  with  Reagan,  not  Reagano- 
mics,  but  Reagan,  the  Republicans  cannot  help.  Their  hands  are 
sort  of  tied.  They  cannot  help  at  all.  So  the  big  people  as  well  as 
the  little  people  have  to  come  to  us  for  help. 

And  I  think  we  are  missing  at  times  those  who  need  it  and  will 
be  missing  a  major  opportunity  if  we  do  not  change  things  around 
a  little  bit.  I  think  that  one  of  the  few  good  things  about  Reagano- 
mics  is  that  it  presents  an  opportunity  for  us. 

I  would  just  like  to  make  a  couple  of  points.  First,  I  think  we 
could  use  a  higher  set  aside  for  housing.  I  have  no  disagreement 
with  50  or  even  100  percentage.  I  think  maybe  this  should  become 
part  of  the  chairman's  bill,  which  mandates  that  any  new  deposit 
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money,  a  very  high  percentage  of  new  deposit  money,  ought  to  go 
into  mortgages. 

I  think  that  is  a  very  good  idea  and  I  do  not  see  that  the  two  are 
mutually  exclusive,  the  50  percent  overall  and  x  percent,  whatever 
it  may  be,  of  new  money. 

The  second  suggestion  that  I  would  make  is — and  we  did  this  in 
New  York — a  variable  rate  mortgage.  I  have  more  trouble  with  the 
variable  rate  mortgage  and  I  would  like  to  see  some  more  statistics 
on  the  fact  that  institutions  could  survive  if  interest  rates  go  up 
quite  a  lot.  I  mean,  the  thrifts  have  been  asked  to  be  the  shock  ab- 
sorber for  accelerating  interest  rates. 

I  just^you  state  one  little  figure  in  here  sort  of  quick,  that  if  you 
had  the  two-thirds  of  wages  proposal  that  you  make,  that  thrifts 
could  still  survive  and  survive  well.  I  would  like  to  see  a  little  more 
documentation  for  that. 

The  third  thing  I  would  say  is,  and  this  is  one  of  the  loopholes  in 
this,  there  ought  to  be  requirements  that  when  interest  rates  go 
down  the  interest  rate  goes  down  as  quickly  as  it  has  gone  up.  We 
have  this  in  New  York  State;  when  we  approved  variable  rate 
mortgages,  we  made  sure  that  the  amounts  that  they  went  up  were 
limited.  But  exactly  the  opposite  was  required,  too,  when  the  inter- 
est rates  went  down  that  the  mortgage  rate  would  go  down  the 
same  amount. 

If  that  is  missing  you  may  find  variable  rate  mortgages  up,  up, 
up  and  never  down. 

So  those  are  just  some  suggestions.  I  would  like  to  hear  a  little 
bit  more  on  the  variability  part  of  the  problem,  which  goes  to  the 
heart  of  the  question  of  how  thrifts  can  survive  as  distinct  institu- 
tions if  they  cannot  pass  along  or  somehow  have  the  cost  of  in- 
creasing interest  rates  given  to  somebody. 

Do  you  have  any  comments  on  that  now,  or  it  can  be  later,  be- 
cause I  am  sure  there  is  much  to  be  done  here. 

Mr.  Nader.  We  could  supply  that  for  the  record. 

[Upon  Congressman  Schumer's  request  for  additional  informa- 
tion, the  following  letter,  dated  April  20, 1982,  was  sent  to  his  office 
from  Mr.  Brown:] 
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Honorable  Charles  Schuner 
U.S.  House  of  Representatives 
126  Cannon  Building 
Washington,  D.C. 


April  20,  1982 


Dear  Mr.  Schumer: 

When  Mr.  Nader  and  I  testified  before  the  Rousing  Sub- 
conniittee  on  March  18,  1982  concerning  H.R.  5568,  you 
requested  further  infomation  on  the  earnings  flexibility 
of  savings  institutions  if  their  adjustable  rate  mortgages 
(arms)  were  subject  to  the  payment  and  loan  balance  increase 
linits  that  we  proposed.   The  enclosed  mono  entitled  Borrower 
Safeguards  on  Adjustable  Rate  Mortgages  (June  15,  1981)  pro- 
vides an  analysis  of  ARM  rate  flexibility  under  constraints 
very  similar  to  those  we  proposed  in  our  testimony.   Chart 
VII  in  the  memo  shows  the  maximum  interest  rate  adjustments 
permitted  under  two  different  payment  increase  limits  —  a 
2/3  %rage  increase  limit,  and  a  full  wage  increase  limit. 
The  Chart  VII  analysis  does  not  use  negative  amortization. 

Chart  VIII  of  the  memo  shov/s  the  maximum  interest  rate 
increases  permitted  if  payment  increases  are  limited  to 
2/3  the  wage  rate  and  loan  balance  increases  are  limited  to 
1/5  the  inflation  rate.   As  can  be  seen,  allowing  some  negative 
amortization  provides  much  greater  short  run  interest  rate 
flexibility.   Given  the  wage  and  inflation  rates  of  recent 
years   the  interest  rate  can  increase  by  as  much  as  3%  in 
one  year  and  4%  over  a  two  year  period. 

The  constraints  used  in  Chart  vm  are  not  quite  as  re- 
strictive as  those  proposed  in  our  testimony,  which  would 
limit  loan  balance  increases  by  the  lesser  of  the  inflation 
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rate  or  home  appreciation  rate.   Also  enclosed  is  a  set  of 
simulations  entitled  Adjustable  Rate  Mortgages  Simulations 
(May,  1981) .   These  simulations  provide  an  extended  analysis 
of  the  payment  and  loan 'balance  increase  limits  used  in  Chart 
VIII  of  the  memo. 

We  have  also  calculated  the  interest  rate  increases  that 
would  have  occurred  in  recent  years  on  an  ARM  that  used  the 
FHLBB's  conventional  mortgage  rate  series  as  its  rate  adjustment 
index  and  limited  payment  increases  by  the  full  wage  rate  and 
loan  balance  increases  by  the  inflation  rate  or  home  appreciation 
rate,  whichever  is  less.   An  ARM  made  in  January,  1974  at  8.64% 
would  have  had  an  interest  rate  of  15.1%  as  of  January,  1982. 
An  ARM  made  in  January,  1979  at  10.33%  would  have  had  an  interest 
rate  of  14.6%  as  of  January,  1982.   Given  the  wage  increase, 
price  increase,  and  home  appreciation  rates  for  1981,  an  ARM 
made  in  January,  1981  at  14%  could  have  had  its  interest  rate 
raised  to  16.4%  on  January,  1982,  if  its  rate  adjustment  index 
had  risen  enough  to  justify  a  2.4%  rate  increase. 

We  greatly  appreciate  your  interest  in  the  vital  issue  of 
safe  and  sound  mortgage  instruments.   If  we  can  provide  you 
with  additional  information  please  let  us  know. 

Sincerely, 
Conathan  Brown 
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public  Merest  raMarch  group 

1346  Connecticut  eve.,  n.w.,  suite  419e 
weshington,  dc.  20036 
(202)833-3934 

Borrower  Safeguards  on  Adjustable  Rate  Mortgages;   Evaluation 

of  Alternative  Limits  on  Interest  Rate  and  Monthly  Payment  Increases 

June  15,  1981 

The  most  critical  issue  in  developing  statutory  safeguards 
for  adjustable  rate  mortgages  (ARMs)  is  how  to  best  limit  yearly 
interest  rate  and  monthly  payment  increases.   One  approach  is  to 
impose  a  direct  limit  on  interest  rate  increases  per  year;  an- 
other is  to  impose  a  direct  limit  on  monthly  payment  increases. 
This  choice  is  compounded  by  a  collateral  issue,  negative  amorti- 
zation.  If  negative  2unortization  is  prohibited,  the  issue  is 
simply  whether  to  impose  a  direct  limit  on  interest  rate  or  pay- 
ment increases.   If  negative  amortization  is  permitted,  there 
should  be  a  direct  limit  on  payment  increases  and  another  direct 
limit  on  loan  balance  increases.   In  this  case  the  issue  is  whether 
to  impose  an  additional,  direct  limit  on  interest  rate  increases. 

I.   ARMS  Without  Negative  Amortization 

A.   Goal  of  Interest  Rate  or  Payment  Increase  Limits 

If  negative  amortization  is  prohibited,  a  limit  on  the  maxi- 
mum interest  rate  increase  per  year  and  a  limit  on  the  maximum 
monthly  payment  increase  per  year  have  the  same  basic  purpose  - 
to  restrain  payment  increases  so  that  they  do  not  rise  faster 
than  borrower  income  in  periods  of  sharp  interest  rate  escalation. 
The  interest  rate  increase  limit  serves  an  additional  purpose  - 
to  restrain  negative  amortization  -  if  negative  cunortization  is 
permitted. 

When  negative  amortization  is  prohibited,  a  direct  limit  on 
interest  rate  increases  indirectly  sets  a  limit  on  monthly  pay- 
ment increases  and,  conversely,  a  direct  limit  on  payment  increases 
indirectly  sets  a  limit  on  interest  rate  increases.   Since  either 
type  of  limit  can  restrain  payment  increases  -  one  directly,  the 
other  indirectly  -  the  one  that  does  this  most  efficiently  should 
be  chosen.   Having  both  an  interest  rate  and  a  payment  limit  would 
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be  unnecessary,  unless  it  can  be  shown  that  the  two  limits  in 
combination  are  the  best  way  to  restrain  payment  increases. 

Selecting  the  best  interest  rate  or  payment  limit  first 
requires  an  understanding  of  the  relationship  between  interest 
rates  and  the  growth  rate  of  borrower  income.   For  the  purpose 
of  ARM  safeguards,  the  best  measure  of  borrower  income  growth 
is  the  wage  increase  rate.   Wage  data  is  available  on  a  current 
basis  from  the  Bureau  of  Labor  Statistics,  while  there  are  con- 
siderable time  lags  involved  in  the  publication  of  other  indices, 
such  as  median  family  income.   The  wage  increase  rate  can  be 
viewed  as  either  the  rate  of  increase  of  the  average  wage  of  U.S. 
%irorker8  or  the  average  rate  of  increase  of  U.S.  workers*  wages, 
since  these  two  measures  are  equivalent.   The  wage  increase  rate 
is  loosely  linked  to  interest  rates  by  means  of  the  inflation 
rate.   When  inflation  accelerates,  the  wage  increase  rate  rises, 
although  often  with  a  significant  lag,  and  interest  rates  also 
rise.   Chart  I  below  provides  a  historical  comparison  of  the 
mortgage  rate,  the  rate  of  increase  of  the  Consumer  Price  Index, 
and  the  rate  of  increase  of  the  average  wage  of  U.S.  workers. 
The  wage  increase  rates  are  derived  from  the  Bureau  of  Labor 
Statistics'  series  for  the  average  weekly  earnings   of  production 
or  nonsupervisory  workers  on  private  non-farm  payrolls. 

CHART  I  -  Historical  Data  on  Interest  Rates,  Inflation,  and  Wages 
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7.4 

9.0 

9.1 

13.3 

7.4 

12.4 

7.9 

9.6 

(l8t 

Q) 

*.' 

Mortgage 
Year        Rate 

1977  9.02 

1978  9.58 

1979  10.92 

1980  12.95 

1981  14.64  (May) 

lYearly  Average  -  FHLBB  Series-Effective  Rate  -  Existing  Homes 
December  to  December  -  BLS  Series 
December  to  December  -  BLS  Series 


The  historical  data  suggest  that  the  mortgage  rate  will 
tend  to  be  2%  to  4%  above  the  inflation  rate.  However,  a  sharp 
acceleration  of  inflation  that  is  not  expected  to  continue  can 
temporarily  drive  the  CPI  rate  above  the  mortgage  rate.  Also, 
a  prolonged  period  of  monetary  restraint  may  drive  the  mortgage 
rate  far  above  the  inflation  rate  -  a  situation  which  seems  to 
be  developing  in  1981. 

The  historical  data  also  suggest  that  the  wage  increase 
rate  is  likely  to  be  roughly  equal  to  or  slightly  above  the 
inflation  rate  at  low  inflation  rates  and  yet  lag  significantly 
behind  the  inflation  rate  at  high  inflation  rates.   This  pri- 
marily reflects  the  fact  that  wage  increase  rates  are  sluggish 
in  the  face  of  accelerating  inflation.   The  wage  increase  rate 
will  be  closer  to  the  inflation  rate  at  high  inflation  rates  if 
the  high  inflation  rate  has  been  sustained  for  a  number  of  years. 
Also,  when  the  inflation  rate  falls  sharply,  the  wage  increase 
rate  temporarily  may  remain  above  it,  as  occurred  in  1976. 

Given  the  variability  in  the  wage  increase  rate  -  inflation 
rate  relationship  and  the  inflation  rate  -  mortgage  rate  relation- 
ship, there  clearly  is  no  single  wage  increase  rate  associated 
with  each  mortgage  rate.   However,  it  is  possible  to  estimate 
a  probable  range  of  wage  increase  rates  for  each  mortgage  rate. 
Chart  II  below  provides  such  estimates.   For  each  mortgage  rate 
the  high  wage  increase  rate  represents  the  rate  that  would  be 
likely  if  the  inflation  rate  had  been  stable  for  several  years, 
the  wage  increase  rate  had  fully  adjusted  to  the  inflation  rate, 
and  the  mortgage  rate  maintained  a  normal  spread  above  the  infla- 
tion rate.   The  low  wage  increase  rate  represents  the  rate  that 
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vrould  be  likely  if  inflation  had  accelerated  sharply  for  several 
years  with  the  wage  increase  rate  lagging  behind  and  expectations 
of  continuing  high  inflation  or  restrictive  monetary  policy  had 
raised  the  mortgage  rate  to  its  normal  spread  above  the  inflation 
rate.   In  both  cases  the  mortgage  rate  is  assumed  to  be  3%  above 
the  inflation  rate.   Situations  in  which  the  inflation  rate  and 
interest  rates  decline  are  not  considered,  since  declining 
mortgage  rate  situations  are  not  germaine  to  limits  on  ARM 
interest  rate  or  payment  increases.   It  is  also  important  to 
remember  that  the  estimated  relationship  between  the  mortgage 
rate  and  the  wage  increase  rate  would  not  hold  if  a  short  term 
rate,  such  as  the  3  month  Treasury  bill  rate,  were  used  instead 
of  the  mortgage  rate.   Short  term  interest  rates  are  very  vola- 
tile and  cyclical  changes  in  the  short  term  rate  could  easily 
override  the  trend  relationship  between  interest  rates  and  wage 
increase  rates. 


CHART  II  - 

Estimated  Wage 

Increase  Rates 

High  Wage 

Low  Wage 

Average  Wage 

2/3  Aver- 

Mortgage 

Increase 

Increase 

Increase 

age  Increase 

Rate 

Rate 

Rate 

Rate 

Rate 

6% 

5% 

2% 

3.5% 

2.4% 

8 

7 

4 

5.5 

3.7 

10 

8 

5 

6.5 

4.4 

12 

10 

6 

8.0 

5.4 

14 

11 

7 

9.0 

6.0 

16 

12 

8 

10.0 

6.7 

18 

14 

9 

11.5 

7.7 

20 

15 

10 

12.5 

8.4 

The  historical  data  and  estimates  indicate  that  on  average 
the  wage  increase  rate  will  rise  as  the  mortgage  rate  rises.   This 
has  crucial  significance  for  limits  on  ARM  rate  or  payment  in- 
creases.  When  the  wage  increase  rate  is  higher,  borrowers  should 
be  able  to  manage  higher  percentage  increases  in  mortgage  pay- 
ments.  For  exeunple,  if  wages  increase  at  a  4%  annual  rate,  then 
a  4%  annual  increase  in  mortgage  payments  will  result  in  the 
share  of  a  borrower's  wage  income  allocated  to  mortgage  payments 
remaining  constant.   If  the  wage  increase  rate  is  10%,  payments  can 
increase    at  a  10%  rate  and  the  mortgage  payment  share  of  wage 
income  will  still  remain  the  same. 
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Tbe  goal  of  mn  MMBk  Mwht.   is  ao^  to  ooastxaiA  all 
payaeat  ii>creases  as  mact   as  possible,  but  ratber  to  malce  sore 
that  Mortgage  payaeats  do  aot  increase  at  a  faster  rate  than 
borrower  incoae.   Sinrr  wage  iiKrrease  rates  are  higher  at  higher 
■ortgage  rates,  an  efficient  linit  sboald  perait  higher  payseat 
increase  rates  at  higher  Mortgage  rates.   A  liait  that  peraitted 
aortgage  payaents  to  increase  at  a  higher  rate  at  lower  aortgage 
rates  iroold  be  at  cross  purposes  with  borrowers'  wage  incoae 
experience.  Eyrexk   a  onifora  payaeat  increase  rate  liait  -  say, 
7%  -  applicable  at  all  aortgage  rates  would  be  inefficient,  since  it 
would   underprotect  borrowers  at  low  aortgage  rate  levels  and 
overprotect   borrowers  at  high  aortgage  rate  levels. 

An  efficient  liait  on  interest  rate  or  payaent  increases 
should  perait  the  payaent  increase  rate  to  shift  upward  in  a 
aanner  similar  to  the  estimated  wage  increase  rates  shown  in 
Chart  II.   However,  one  iaportant  qualification  aust  attach  to 
the  use  of  estimated  wage  increase  rates  as  targets  for  payaent 
increase  rates.   The  data  on  wage  increases  refers  to  the 
average  rate  of  increase  of  U.S.  workers*  wages.   By  definition, 
the  wage  increase  rate  for  aauiy  workers  is  below  the  average 
wage  increase  rate.   Thus,  it  would  be  wise  to  use  soae  fraction, 
probably  2/3,  of  the  average  %rage  increase  rate  as  the  target 
for  payaent  increase  rates. 

The  estimated  wage  increase  rates  shown  in  Chart  II,  reduced 
by  1/3,  provide  a  reasonable  schedule  of  target  payaent  increase 
rates.   These  target  rates  for  payment  increases  are  shown  in 
Chart  III.   Any  proposed  liait  on  ARM  interest  rate  or  payaent 
increases  should  be  judged  by  how  close  the  payment  increase  rates 
that  it  generates  cone  to  the  target  rates. 
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CHART  III  -  Target  Payment  Increase  Rates  (2/3  Estimated  Wage 
Increase  Rates 


Mortgage 

Rate 

High 

Low 

Average 

6  . 

3.4% 

1.3% 

2.4% 

8 

4.7 

2.7 

3.7 

10 

5.4 

3.4 

4.4 

12 

6.7 

4.0 

5.4 

14 

7.4 

4.7 

6.0 

16 

8.0 

5.4 

6.7 

18 

9.4 

6.0 

7.7 

20 

10.0 

6.7 

8.4 

B.   Fixed 

Interest  Rate 

Increase  Limit 

One  approach  to  ARM  safeguards  is  to  limit  interest  rate 
increases  per  year  by  some  fixed  2unount,  for  example,  1/2%  per 
year.   Prior  to  abandoning  all  limits  on  interest  rate  increases 
in  April  of  this  year,  the  FHLBB  had  imposed  such  a  1/2%  limit 
on  VRMs  and  ARMs  made  by  federal  S&Ls.   The  primary  consequence 
of  a  fixed  limit  is  the  downward  shift  in  the  payment  increase 
rate  as  the  mortgage  rate  rises.   This  occurs  because  the  monthly 
payment  is  much  greater  at  high  mortgage  rate  levels  than  at 
low  levels,  while  the  increase  in  the  monthly  payment  resulting 
from  a  fixed  interest  rate  increase  is  relatively  constant  at 
all  mortgage  rate  levels.   With  growing  payment  levels  but  rel- 
atively constant  payment  increases,  a  given  interest  rate  in- 
crease will  generate  a  lower  percentage  change  in  payments  - 
i.e.,  low  payment  increase  rate  -  the  higher  the  mortgage  rate 
level.   For  example,  with  a  30  year,  $50,000  mortgage  the  initial 
monthly  payment  is  $300  at  a  6%  interest  rate  but  $754  at  18%. 
However,  the  monthly  payment  increase  generated  by  a  1/2%  interest 
rate  increase  only  rises  from  $15.90  at  6%  to  $20.35  at  18%. 
The  1/2%  interest  rate  increase  results  in  a  5.3%  payment  increase 
if  the  mortgage  rate  is  6%,  but  only  a  2.7%  payment  increase  if 
the  mortgage  rate  is  18%. 

Chart  IV  below  shows  the  payment  increase  rate  generated  by 
a  1/2%  interest  rate  increase  and  a  2%  interest  rate  increase 
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at  a  different  mortgage  rates  levels.   The  calculations  assume 
that  mortgage  term  is  30  years  and  that  the  rate  adjustment 
occurs  at  the  beginning  of  the  second  year. 

CHART  IV  -  Payment  Increase  Rates  for  Fixed  Interest  Rate 
Increase  Limits 


Target  Payment, 
Increase  Rate 


2.4% 

3.7 

4.4 

5.4 

6.0 

6.7 

7.7 

8.4 


It  should  be  noted  that  the  payment  increase  generated  by 
a  given  interest  rate  increase  at  a  given  mortgage  rate  level 
will  vary  depending  on  the  age  of  the  mortgage.   As  stated  above. 
Chart  IV  assumes  that  the  interest  rate  adjustment  occurs  at 
the  start  of  the  second  year.   If  the  adjustment  were  to  occur 
in  a  later  year,  the  payment  increase  and  the  payment  increase 
rate  would  be  less.   For  example,  with  an  initial  mortgage  rate 
of  9%  a  1/2%  interest  rate  increase  will  cause  payments  to  increase 
by  4.43%  if  it  occurs  at  the  start  of  the  2nd  year,  by  3.60%  if 
it  occurs  at  the  start  of  the  11th  year,  and  by  2.95%  if  it  oc- 
curs at  the  start  of  the  16th  year.   However,  from  the  perspective 
of  devising  ARM  limits,  the  greater  payment  increase  rates  in  the 
early  years  of  the  mortgage  are  the  most  relevant. 

Chart  IV  demonstrates  clearly  that  a  fixed  interest  rate 
increase  limit  is  an  inefficient  type  of  limit.   Even  a  very 
strict  limit  of  1/2%  per  year  cannot  prevent  payments  from  in- 
creasing at  a  faster  rate  than  wages  at  low  mortgage  rate  levels. 
On  the  other  hand,  at  high  interest  rate  levels  a  1/2%  limit 
would  constrain  the  payment  increase  rate  far  below  the  wage 
increase  rate. 
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Advocating  a  fixed  interest  rate  increase  limit  is  a  poor 
strategy  for  protecting  borrowers.   A  case  could  be  made  that  a 
1/2%  limit  would  hold  payment  increase  rates  to  tolerable  levels  - 
somewhat  above  wage  increase  rates  -  at  low  mortgage  rates,  while 
providing  very  strong  protection  -  actually,  overkill  -  at  high 
mortgage  rates.   But  in  today's  financial  and  political  climate, 
it  may  be  unrealistic  to  thiivk  that  a  1/2%  limit  could  be  enacted 
into  law.   It  is  possible  that  the  most  restrictive  fixed  interest 
rate  increase  limit  that  could  be  obtained  would  be  2%  per  year. 
The  grave  danger  with  advancing  a  1/2%  limit  as  an  initial  bar- 
gaining position  is  that  the  concept  of  a  fixed  limit  will  be 
accepted  but  the  limit  raised  to  a  much  higher  level.   A  high 
limit  would  allow  exorbitant  payment  increase  rates  at  low  mort- 
gage rate  levels  which  would  cause  extreme  financial  hardship 
for  many  borrowers.   For  example,  with  a  2%  per  year  limit  and 
an  initial  mortgage  rate  of  6%,  payments  could  increase  21.9%  in 
one  year  while  it  would  be  unlikely  for  wages  to  increase  at  a 
rate  much  above  3%  per  year. 

C.   Ratio  Interest  Rate  Increase  Limit  Tied  to  Mortgage  Rate 

A  second  approach  is  to  limit  interest  rate  increases  to  a 
fraction  -  perhaps  1/10  -  of  the  prevailing  mortgage  rate  at 
the  time  of  adjustment.   For  example,  with  a  1/10  ratio  limit, 
if  the  interest  rate  on  new  mortgage  originations  were  15%,  then 
the  maximum  interest  rate  adjustment  for  all  outstanding  ARMs 
would  be  1.5%.   This  ratio  approach  would  permit  larger  interest 
rate  increases  at  higher  mortgage  rate  levels.   The  larger 
interest  rate  increases  would  in  turn  allow  for  a  modest  increase 
in  the  payment  increase  rate  as  the  mortgage  rate  level  rises. 
Chart  IV  below  shows  the  payment  increase  rates  generated  by  a 
1/10  ratio  limit  and  a  1/20  ratio  limit. 
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CHART  V  -  Payment  Increase  Rates  for  Ratio  Interest  Rate  Increase 
Limits  Tied  to  Mortgage  Rate 
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14 

4.7 

9.4 

6.0 

16 
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9.6 

6.7 

18 

4.9 

9.8 

7.7 

20 

4.9 

9.9 

8.4 
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As  shown  by  Chart  V,  a  ratio  limit  generates  a  payment 
increase  schedule  that  is  a  great  improvement  over  the  down- 
ward shifting  schedule  generated  by  a  fixed  limit.   However, 
the  payment  increase  schedule  is  still  relatively  flat  -  little 
upward  shifting  at  high  mortgage  rate  levels  -  and  thus  still 
somewhat  inefficient.   The  payment  increase  rate  must  be  held 
unnecessarily  low  at  high  mortgage  rate  levels,  if  it  is  to 
be  kept  below  likely  wage  increase  rates  at  low  mortgage  rate 
levels.   A  1/20  ratio  limit  would  provide  reasonably  good  bor- 
rower protection  at  low  mortgage  rate  levels.   But  a  1/20  ratio 
limit,  which  would  limit  interest  rate  increases  to  0.7%  per 
year  when  mortgage  rates  were  14%,  would  be  viewed  by  lenders 
as  very  restrictive  and  would  be  difficult  to  enact  into  law. 
Bargaining  that  led  to  a  more  liberal  ratio  limit,  for  example, 
a  1/10  ratio  limit,  would  establish  a  limit  that  clearly  could 
not  hold  the  payment  increase  rate  below  the  wage  increase  rate 
at  low  mortgage  rate  levels.   The  more  liberal  the  ratio  limit, 
the  greater  its  failure  to  protect  borrowers  at  low  mortgage 
rate  levels. 
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D.  Ratio  Interest  Rate  Increase  Limit  Tied  to  Inflation  Rate 

A  third  approach  is  to  limit  interest  rate  increases  to 
1/10  of  the  inflation  rate.  This  approach  generates  a  schedule 
of  payment  increase  rates  that  shifts  upward  in  similar  fashion 
to  the  schedule  of  estimated  wage  increase  rates.  As  sho%im  in 
Chart  VI  below,  the  payment  increase  rates  generated  by  this 
limit  are  slightly  below  the  full  estimated  wage  increase  rates 
but  slightly  above  2/3  of  the  estimated  wage  increase  rates 
(the  target  payment  increase  rates  in  Chart  III) . 

CHART  VI  -  Payment  Increase  Rates  with  Interest  Rate  Increases 
Limited  to  1/10  the  Inflation  Rate 
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While  a  limit  of  1/10  the  inflation  rate  appears  to  be 
relatively  efficient  in  terms  of  matching  payment  increase  rates 
with  expected  wage  increase  rates,  it  has  a  serious  drawback. 
Chart  VI  assumes  a  constant  3%  spread  between  the  inflation  rate 
and  the  mortgage  rate.  While  a  constant  spread  may  accurately 
describe  the  historical  trend,  it  certainly  does  not  reflect  the 
actural  spread  on  a  year  to  year  basis.   The  inflation  rate,  at 
least  as  measured  by  the  CPI,  is  far  more  volatile  than  the  wage 
increase  rate  or  the  mortgage  rate.   When  inflation  accelerates 
sharply,  the  inflation  rate  can  even  rise  above  the  mortgage  rate, 
as  occurred  in  1973-74  and  1979.   In  such  situations  the  wage 
increase  rate  will  most  likely  lag  far  behind  the  inflation  rate. 
Tying  the  payment  increase  rate  to  the  inflation  rate  could  result 
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in  payment  Increase  rates  far  in  excess  of  the  wage  increase 
rate.   For  example,  the  1/10  limit  applied  to  the  12.2%  inflation 
rate  for  1974  would  have  permitted  an  interest  rate  increase  of 
1.2%  at  the  beginning  of  1975.  With  a  9%  mortgage  adjusted  at 
the  end  of  the  first  year,  this  would  represent  a  10.7%  payment 
increase,  yet  in  1975  the  average  wage  increase  rate  was  only 
6.7%.  Although  the  ratio  limit  maintains  a  good  relationship 
between  trend  payment  increases  and  trend  wage  increases,  it 
does  not  do  a  good  job  of  protecting  borrowers  on  a  year  to  year 
basis. 

A  ratio  limit  tied  to  the  mortgage  rate,  as  discuesed  in  the 
previous  section,  suffers  from  the  same  drawback  as  a  ratio  limit 
tied  to  the  inflation  rate,  although  not  to  the  same  extent 
since  the  mortgage  rate  is  not  as  volatile  as  the  inflation  rate. 
In  a  year  of  sharp  mortgage  rate  increases  a  mortgage  rate  based 
ratio  limit  would  most  likely  generate  a  payment  increase  rate 
that  is  much  greater  tt)an  the  actual  wage  increase  rate.   This 
drawback  would  be  greatly  aggravated  if  ARMs  became  widespread. 
If  ARMS  replace  fixed  rate  mortgages  as  the  standard  mortgage 
instrument,  the  mortgage  origination  rate  will  acquire  some  of 
the  characteristics  of  short  or  intermediate  term  interest  rate 
and  this  will  increase  its  volatility.   The  more  volatile  the 
interest  rate  to  which  the  ratio  limit  is  applied,  the  weaker 
the  borrower  safeguard  provided  by  the  limit. 

E.   Direct  Payment  Increase  Limit 

A  fourth  approach  is  to  impose  a  direct  limit  on  payment 
increases,  rather  than  limit  them  indirectly  by  an  interest  rate 
increase  limit.   The  most  suitable  limit  for  the  payment  increase 
rate  would  be  2/3  the  wage  increase  rate  of  the  preceding  year. 
This  limit  would  reflect  the  actual  wage  increase  rate,  rather  than 
the  target  payment  increase  rates  used  in  the  previous  analysis, 
which  are  merely  estimates  of  trend  wage  increase  rates. 

If  negative  amortization  is  prohibited,  then  a  direct  pay- 
ment increase  limit  also  sets  an  indirect  limit  on  interest  rate 
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increases.   Chart  VII  below  shows  the  range  of  probable  indirect 
interest  rate  increase  limits  associated  with  two  alternative 
wage  based  payment  increase  limits.  In  one  case  the  payment  in- 
crease rate  is  limited  to  2/3  the  wage  increase  rate,  while  in 
the  other  it  is  limited  to  the  full  wage  increase  rate.   Obviously, 
there  are  many  possible  wage  increase  rates  that  could  occur  at 
each  mortgage  rate  level.   The  exact  payment  increase  limit  can- 
not be  determined  until  the  wage  increase  rate  for  the  preceding 
year  is  known.   To  estimate  the  interest  rate  increase  limits 
the  set  of  high,  low,  and  average  estimated  wage  increase  rates 
shown  in  Chart  II  is  used  again.   The  payment  increase  limits 
associated  with  these  wage  increase  rates  are  transformed  into 
a  range  of  probable  interest  rate  increase  limits  for  each  mort- 
gage rate. 

As  indicated  in  a  previous  section,  for  any  given  mortgage 
rate  and  interest  rate  increase,  the  payment  increase  rate  will 
be  smaller  the  older  the  age  of  the  mortgage.   Conversely,  a 
given  mortgage  rate  and  payment  increase  rate  will  result  in  a 
larger  interest  rate  increase  the  older  the  mortgage.   Chart  VII 
assumes  that  the  rate  adjustments  come  at  the  start  of  the  2nd 
year.   If  the  adjustments  were  to  come  later,  the  numbers  shown 
would  be  slightly  larger.   For  example,  with  a  10%  mortgage  rate 
and  payment  limit  set  at  2/3  the  wage  increase  rate,  if  the  ad- 
justment were  to  come  at  the  start  of  the  11th  year  instead  of 
the  2nd  year,  the  average  interest  rate  increase  limit  would  be 
0.6%  instead  of  0.5%. 


CHART  VII  -  Indirect  Interest  Rate  Increase  Limits  Generated  By 
Wage  Based  Payment  Increase  Limits 


Mortgage 
Rate 


Payment  Limit  at  2/3 
Wage  Increase  Rate  (vriR) 


Payment  Limit  at  Full 
Wage  Increase  Rate  (WIR) 


^.6% 

8 
10 
12 
14 
16 
18 
20 


Avg. 
WIR 

.22% 

.39 

.52 

.72 

.91 

1.12 

1.42 

1.70 


High 
WIR 

.32% 

.50 

.64 

.90 

1.11 

1.34 

1.73 

2.03 


Low 
WIR 

.13 
.29 
,40 
.54 
.71 
.90 
1.11 
1.36 


Avg. 

High 

Low 

WIR 

WIR 

WIR 

.33% 

.47% 

.19% 

.58 

.74 

.43 

.78 

.95 

.60 

1.07 

1.34 

.81 

1.35 

1.65 

1.05 

1.67 

2.00 

1.34 

2.12 

2.58 

1.66 

2.54 

3.04 

2.03 
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A  vage  based  direct  limit  oa  payment  increAses  accoaplishes 

tbe  basic  goal  of  making   sure  that  payments  do  not  increase  faster 
than   wage  izxxame.   Since  it  is  alvays  am  target,  it  is  clearly 
more  efficient  ^i^iari  direct  Limits  os.  interest:  rate  increases.  A 
direct  paymest  iscrease  liJtit  SocA   not  Testtlt  in  a  misshaped 
pijilWt  1  TTWiiai  z«tA  vdtedtLle  t^at  tanderps^tectf  borrowers  at 
lov  aortigaga  rate  levels  and  overprotec^s  them  at  high  rate  levels. 
Moreover,  it  vill  a2tOb«ti<=aIIy  adi^st.  to  protect  borrowers 
when  wage  iffcrea^e  rat^a  arc  ■Isnm  —  ny  ttlmg^iAli.   Ev«q  4  direct 
interest  rate  increase  limit  that  pooc— ftllly  ai^iroximates  the 
historical  ^zcoA  rmlM/tUm^ti^   between  mortgage  rates  and  wage 
increase  rates  canmofc  Aceoaplifr^  this. 

The  efticieocT  iahervnt  im  the  iMge  based  payment  limit  is 
yiflglicalariy  is^portamt  gl^ven.  the  bar^aininc-  process:  that  will 
shape  any  statutorr  liJii^-  Obviooslr  leiuicrs  will  seek  to 
weaken  as  much  as  possible  any  limit  that  is  proposed.   A  wage 
baseid  paymest  lirit  is  sti.^  eCficlent  even  though  it  is  raised 
trum   2/3  the  wage  increase  rate  ts-  tbe  full  wage  increase  rate. 
On  the  other  hand,  raising  the  various  direct  luiit«  on  interest 
rate  increases  -^gnifys-  their  Ijwf  ficieaci<a  and  grvatly  Increase* 
the  likelihood  of  paramktMr  imcreasinq  much  faster  than  wages 
at  lav  r^^i^^ge   rate  l«v«]m  or  whenever  vaq«d  are  unusually  sluggish. 

Another  povslbillty  that  isrits  cMts iteration  is  imposing 
both  a  direct  payt»e«t  increase  limit  ind  a   direct  interest  rate 
increase  limit.   Whichever  limit  was   -re  restrictive  in  ar^y 
given  situation  would  be  binding,  for  example  a  n crease 

rate  limit  equal  to  the  wage  increase  rate  could  be  combined  with 
a  2%  limit  on  interest  rate  increases  per  year.   As  sho%m  in 
Chart  VII,  this  payment  increase  limit  %irould  in  roost  cases  con- 
strain interest  rate  increases  to  less  than  2%  at  mortgage  rate 
levels  below  18%.   At  mortgage  rates  above  18%,  the  2%  interest 
rate  increase  limit  would  in  most  cases  cor.s train  the  payment  in- 
crease rate  to  lesA  than  the  wage  increase  rate.   The  drawback 
with  this  approach  is  that  there  is  no  evidence  that  suggests  that 
borrowers  are  less  able  to  afford  payment  increase  rates  equal 
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to  the  full  wage  increase  rate  at  high  wage  increase  rate  levels 
than  at  low  wage  increase  rate  levels.   This  would  be  true  for 
borrowers  with  fixed  incomes,  but  ARMS  -  at  least  those  that  are 
likely  to  exist  in  today's  financial  environment  -  are  probably 
not  a  good  mortgage  for  such  borrowers.   The  best  strategy  for 
protecting  fixed  income  borrowers  is  to  maintain  a  supply  of 
fixed  rate  mortgages.   As  for  the  vast  majority  of  borrowers, 
who  do  have  rising  incomes,  without  evidence  that  the  distribution 
of  wage  increase  rates  becomes  more  disperse  at  high  wage  in- 
crease rate  levels,  there  is  no  borrower  benefit  in  creating 
a  more  protective  standard  for  high  wage  increase  rate  levels 
by  coupling  an  interest  rate  increase  limit  to  a  wage  based 
payment  increase  limit.   More  important,  the  lending  industry 
would  undoubtedly  use  the  addition  of  an  interest  rate  increase 
limit,  especially  one  set  at  a  relatively  low  rate,  as  an 
argument  for  weakening  the  wage  based  payment  increase  limit. 
This  would  be  a  very  poor  trade-off  from  the  borrower's  perspective - 

Finally,  it  is  important  to  recognize  that  there  is  a 
powerful  political  advantage  in  advocating  a  wage  based  payment 
increase  limit  instead  of  a  direct  interest  rate  increase 
limit.   Given  the  present  financial  environment,  lenders,  par- 
ticularly S&Ls,  often  have  a  receptive  audience  in  Congress, 
state  legislatures,  and  the  media  when  they  claim  that  they 
need  greater  interest  rate  flexibility  on  mortgages.   It  will 
be  much  more  difficult  for  lenders  to  find  a  favorable  response 
if  they  have  to  argue  that  mortgage  payments  should  be  allowed 
to  increase  faster  than  borrowers*  wage  income. 
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ARMS  With  Negative  Amortization 

A.   Utility  of  Negative  Amortization 

For  ARMS  without  negative  amortization,  any  interest  rate 
increase  and  the  accompanying  payment  increase  must  always  be 
equivalent.   If  there  are  separate  limits  for  interest  rate  in- 
creases, and  payment  increases,  whichever  limit  is  the  most  re- 
strictive will  limit  both  the  interest  rate  increase  and  the 
payment  increase.   This  equivalence  of  limits  occurs  because 
without  negative  amortization  an  interest  rate  increase  must  be 
fully  reflected  in  the  payment  increase  and  a  payment  increase 
can  only  be  generated  by  an  interest  rate  increase. 

The  automatic  equivalence  of  limits  is  broken  once  negative 
amortization  is  permitted.   Negative  amortization  (an  increase  in 
the  loan  balance)  takes  place  whenever  an  interest  rate  increase 
is  accompanied  by  a  payment  increase  that  is  smaller  than  the 
payment  increase  normally  associated  with  the  interest  rate  increase.* 
In  the  absence  of  negative  amortization  the  payment  increase  must 
cover  the  increased  interest  charge  associated  with  the  higher 
interest  rate.   With  negative  amortization  the  payment  increase 
is  not  large  enough  to  cover  the  increased  interest  charge.   This 
part  of  the  interest  charge  is  added  to  the  loan  balance. 

However,  the  loan  balance  may  not  increase  by  the  full  amount 
of  the  interest  charge  increase  less  the  payment  increase.  Normally  a 
portion  of  mortgage  payments  goes  to  reduce  the  loan  balance,  al- 
though this  portion  is  very  small  in  the  early  years  of  a  mortgage. 
Thus,  when  a  payment  shortfall  occurs,  this  payment  portion,  rather 
than  reduce  the  loan  balance,  will  be  applied  to  the  uncovered 
interest  charge.   Thus,  the  loan  balance  will  increase  by  an  amount 
equal  to  the  uncovered  interest  charge  less  this  payment  portion. 

Negative  amortization  is  possible  under  a  variety  of  limits 
on  payment,  loan  balance,  and  interest  rate  increases.   Even  where 
the  interest  rate  and  the  payment  increase  limits  are  equivalent  - 
a  situation  that  normally  implies  no  negative  amortization  - 


♦Strictly  speaking,  as  defined  here,  negative  amortization  includes 
not  only  the  case  of  a  loan  balance  increase,  but  also  the  situa- 
tion in  which  the  loan  balance  declines  but  the  payment,  if  main- 
tained for  the  remaining  term  of  the  mortgage,  is  not  large  enough 
to  reduce  the  loan  balance  to  zero  by  the  end  of  the  term. 
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negative  siinortization  could  still  occur  if  a  lender  voluntarily 
adopted  a  payment  increase  limit  that  was  more  restrictive  than 
the  mandatory  payment  increase  limit.   However,  if  the  mandatory 
payment  limit  is  strict,  it  is  unlikely  that  a  lender  would  volun- 
tarily adopt  an  even  more  restrictive  limit.   Thus,  such  "volun- 
tary" negative  amortization  would  be  rare.   On  the  other  hand, 
where  the  mandatory  payment  increase  limit  is  below  the  interest 
rate  increase  limit,  lenders  will  not  be  able  to  take  full  ad- 
vantage of  the  higher  interest  rate  limit,  unless  they  use  nega- 
tive aunortization. 

Since  adoption  of  a  strict  payment  limit  and  a  more  liberal 
interest  rate  limit  would  exert  strong  pressure  on  lenders  to  use 
negative  amortization,  it  is  important  to  ask  whether  it  is  gen- 
erally in  borrowers'  interest  to  encourage  widespread  use  of 
negative  amortization.   Negative  amortization  is  useful  because 
it  permits  imposition  of  a  strict  payment  increase  limit  -  say, 
2/3  of  the  wage  increase  rate  -  and,  yet,  still  provides  lenders 
with  considerable  short  term  interest  rate  flexibility.   With  the 
phase  out  of  Regulation  Q  in  progress  lenders  are  seeking  interest 
rate  flexibility  on  their  loans  to  match  greater  interest  rate 
volatility  on  their  deposits.   Permitting  some  negative  amorti- 
zation to  improve  interest  rate  flexibility  will  make  it  easier 
to  enact  into  law  a  strict  payment  increase  limit.   This  trade-off 
seems  worthwhile  from  the  borrower's  perspective.   It  would  prevent 
payments  from  rising  too  fast  in  periods  of  interest  rate  escalation 
and  yet  allow  them  to  rise  to  higher  levels  when  interest  rates 
began  to  moderate.   This  will  significantly  reduce  payment  volatil- 
ity, the  greatest  borrower  concern  with  ARMs.   Of  course,  payments 
may  be  higher  in  the  subsequent  years  because  of  larger  loan 
balances.   But  taking  inflation  into  consideration,  the  additional 
payments  will  not  be  greater,  in  real  terms,  than  the  payment 
savings     in  the  previous  years. 

However,  it  is  essential  to  adopt  a  strict  direct  limit  on 
negative  amortization  in  order  to  make  it  very  unlikely  that  a 
borrower's  loan  balance  could  increase  faster  than  the  value  of 
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his  or  her  home.  Were  the  loan  balance  permitted  to  grow  faster 
than  the  ho»".«»  appreciation  rate,  the  home  owner's  equity  would  be 
eroded,  a  very  unsound  situation.   A  possible  direct  limit  on 
loan  balance  increases  per  year  would  be  the  lesser  of. 1/5  the 
inflation  rate  for  the  previous  year  or  1/5  the  rate  of  increase 
in  the  average  sales  price  of  existing-  homes  in  the  U.S.  for  the 
previous  year. 

B.   Indirect  Interest  Rate  Increase  Limit  Derived  from  the  Payment 
Increase  and  Loan  Balance  Increase  Limits 

The  most  complex  issue  raised  by  negative  amortization  is 
what  type  of  limit  should  be  set  for  interest  rate  increases 
once  strict  limits  have  been  imposed  on  payment  and  loan  balance 
increases.   In  selecting  an  interest  rate  increase  limit  is  is 
important  to  recognize  that,  even  in  the  absence  of  a  direct  in- 
terest rate  limit,  the  payment  and  loan  balance  limits  will  in 
concert  indirectly  limit  interest  rate  increases.   However,  this 
indirect,  derived  interest  rate  increase  limit  cannot  be  specified 
once  specific  payment  and  loan  balance  limits  are  given.   The 
indirect,  derived  limit  will  vary  considerably  from  year  to  year 
depending  on  the  wage  increase  rate,  the  inflation  rate,  and,  if 
negative  amortization  has  occurred,  the  loan  balance  increase  rate 
for  the  preceding  year.   A  higher  wage  increase  rate  or  inflation 
rate  for  the  preceding  year  will  allow  a  greater  payment  increase 
or  loan  balance  increase  in  the  present  year  which  in  turn  will 
allow  for  a  greater  interest  rate  increase.   On  the  other  hand, 
if  negative  amortization  has  been  high  in  the  preceCing  year  - 
in  particular,  close  to  the  loan  balance  increase  limit  -  the 
indirect,  derived  interest  rate  increase  limit  will  be  much  lower 
than  it  would  have  been  if  negative  amortization  had  been  lower 
in  the  preceding  year.   In  simplified  terms,  this  happens  because 
a  relatively  large  loan  balance  increase  in  one  year  will  in  large 
part  be  repeated  in  the  next  year  even  though  the  interest  rate 
has  not  increased.   For  example,  if  payments  in  one  year  are  so 
short  of  the  interest  charge  that  a  2%  increase  in  the  loan  bal- 
ance occurs,  in  the  next  year,  even  though  the  interest  rate  does 
not  change  and  the  payments  are  increased  somewhat  to  reflect  the 
wage  increase  rate,  the  payment  shortfall  will  be  almost  as  great 
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as  in  the  first  year  and  the  loan  balance  will  grow  by  almost  2%. 

The  indirect,  derived  interest  rate  increase  limit  will  also 
vary  depending  on  the  age  of  the  mortgage.   The  older  the  mortgage, 
the  greater  the  interest  rate  increase  generated  by  a  given  payment 
increase  and  loan  balance  increase,   ^his  occurs  because  the  older 
the  mortgage,  the  greater  the  portion  of  payments  used  to  reduce 
the  loan  balance  as  opposed  to  covering  the  interest  charge. 
As  mentioned  above,  when  there  is  a  payment  shortfall,  the  loan 
balance  will  not  increase  unless  the  uncovered  interest  charge 
is  greater  than  the  payment  portion  that  was  used  to  reduce  the 
loan  balance  in  the  previous  period. *  The  larger  the  payment  por- 
tion for  loan  balance  reduction,  the  greater  the  ability  to  off- 
set the  uncovered  interest  charge  without  resorting  to  increasing 
the  loan  balance.   Hence,  the  older  the  mortgage,  the  greater  the 
potential  to  absorb  large  interest  rate  increases  without  gener- 
ating loan  balance  increases  that  exceed  the  loan  balance  increase 
limit. 

Chart  VIII  below  gives  an  example  of  the  maximum  interest 
rate  increase  that  could  occur  early  in  the  life  of  a  mortgage 
with  a  payment  limit  of  2/3  the  wage  increase  rate  and  a  loan 
balance  limit  of  1/5  the  inflation  rate.   The  initial  mortgage 
rate  is  set  at  9.15%,  the  mortgage  rate  for  the  month  of  January 
1978.   The  maximum  mortgage  rate  for  each  succeeding  year  repre- 
sents the  highest  rate  permitted  by  the  payment  and  loan  balance 

limits,  given  the  wage  increase  and  inflation  rates  for  the 
previous  year.   The  Chart  also  shows  the  original  mortgage  rate 
adjusted  according  to  two  different  indexes.   The  index  adjusted 
mortgage  rate  shows  the  mortgage  rate  increases  that  could  occur 
if  there  were  no  limits  of  any  kind.   Adjustments  with  the  long 
term  rate  index  are  based  on  changes  in  the  rate  on  fixed  rate 
mortgages,  while  the  short  term  rate  index  uses  changes  in  the 
rate  on  6  month  Treasury  bills.   The  index  values  used  were  the 
average  index  interest  rate  for  the  month  of  January  for  the  years 
1978  through  1981.   The  wage  increase  rate  and  inflation  rate 
values  reflect  historical  data  for  the  years  1978-80;  for  1981 
and  1982  the  values  are  merely  projections. 


-rechnically,  the  appropriate  measure  is  the  payment  portion 
that  would  have  been  used  to  reduce  the  loan  balance  in  the  cur- 
rent period  if  the  interest  rate  had  not  been  increased. 


Digitized  by  VjOOQ IC 


CBKKt  VIII  -  lto¥iiMi  Interest  Rate  Increase  Permitted  With  Strict 
Payment  and  Loan  Balance  Lisits 


Mortgage 

Mortgage 

NaxiHm 

Rate: 

Rate: 

CPI 

Wage 

Mortgage 

Long  Tera 

Short  Tera 

Increase 

Increase 

Tear 

Rate 

Rate  Index 

Rate  Index 

Rate 

Rate 

1978 

9.15% 

9.15% 

9.15% 

9.0% 

8.9% 

1979 

12.10 

10.33 

12.11 

13.3 

7.4 

1980 

13.3 

12.10 

14.59 

12.4 

8.2 

1981 

13.4 

13.67 

17.39 

10.0 

9.0 

1982 

13.3 

- 

. 

10.0 

9.0 

1983 

13.7 

- 

- 

- 

Chart  VIII  shows  that  in  the  early  years  of  the  mortgage  the  pay- 
sent  and  loan  balance  liaiits  would  liait  interest  ravo   increases 
to  roaghly  3%  in  a  single  year  and  cunulatively  41  oi:  S%   over  a 
five  year  period.   Lower  wage  increaae  and  inflation  rate^  would 
result  in  a  lower  indirect  derived  liait  on  interest  rate  in- 
creases, tfhile  high  wage  increase  and  inflation  rates  would  raise 
this  liait. 

Chart  IX  below  shows  the  aaxiaua  interest  rate  increase  that 
could  take  place  in  the  20th  year  of  the  Bortgige  Instead  of  the 
Ist  year  as  in  the  Chart  VIII  case.   The  payaent  and  loan  balance 
liaits  used  in  the  Chart  VIII  case  are  also  used  in  the  Chart  IX 
case.   The  exaaple  assuaes  a  inortgAge  that  has  an  interest  rate 
of  15%  during  Uie  i9th  year  and  a  loan  balance  of  $48,964  at  the 
end  of  the  19th  year.   This  iaplies  that  soine  negative  antort Ela- 
tion has  occurre<3  during  the  early  year?  of  the  fbortgage.   How- 
ever  the  example  assuiaes  that  payaent s  during  the  19th  year  %iere 
sufficient  to  amortite  the  loan  ov«r  its  remaining  term.   An  ARM 
simulation  that  generates  tiiis  nkortgage  pattern  la  provided  by 
Simulation  II  of  PIRG  &   Preliainary  ^xppo&al  For  a  Federal  Statute 
T^Protect  Mortgage  Borro^fgrs^  May  1981. 


9U-931   0-82 
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CHART  IX  -  Maximum  Interest  Rate  Increase  Permitted  on  an 
Older  Mortgage 

Maximum  Loan  Bal-       CPI         Wage 

Mortgage      Mortgage         ance  (End       Increase    Increase 
Year         Rate  of  Year)        Rate        Rate 

19  15%  (stable)  $48,964  10%  11% 

20  22.6  49,943  13  10 

21  24.1  51,242  10  10 

22  24.4  52,267 

Chart  IX  shows  that  with  wage  increase  rates  and  inflation 
rates  roughly  similar  to  those  in  Chart  VIII  in  the  20th  year  of 
a  mortgage  the  interest  rate  could  jump  from  15%  to  22.6%,  an 
increase  of  7.6%,  as  opposed  to  the  2.95%  maximum  interest  rate 
increase  shoim  in  Chart  VIII  when  the  rate  increase  occurs  in  the 
first  year  of  the  mortgage.   After  this  large  initial  jump,  the 
interest  rate  increases  in  subsequent  years  are  far  more  moderate. 

The  two  charts  indicate  that  strict  payment  and  loan  balance 
limits  without  any  direct  interest  rate  limit  will  give  lenders 
great  interest  rate  flexibility  over  a  1  or  2  year  period.   On 
the  other  hand,  such  limits  would  prevent  large  interest  rate 
increases  -  say,  2%  per  year  or  more  -  in  successive  years  for  a 
longer  period.   Thus,  the  payment  and  loan  balance  limits  will 
preclude  any  prolonged  sharp  increases  in  the  interest  rate. 

However,  large  interest  rate  increases  during  the  last  10 
years  of  the  mortgage  present  a  special  problem.   Such  interest 
rate  jumps  may  make  it  impossible  to  amortize  the  mortgage  over 
its  original  term  (reduce  the  loan  balance  to  zero) .   One  solution 
to  this  problem  would  be  to  prohibit  negative  aunnortization  during 
the  last  10  years  of  the  mortgage.   Prohibiting  negative  amorti- 
zation in  this  context  would  not  just  rule  out  loan  balance 
increases  but  would  make  sure  that  the  loan  balance  continued  to 
decline.   In  other  words  the  payment  portion  that  goes  to  reduce 
the  loan  balance  could  not  be  used  to  cover  increased  interest 
charges.   This  would  reduce  interest  rate  flexibility  on  old 
mortgages,  but  should  not  be  onerous  for  lenders,  since  mortgages 
over  20  years  old  constitute  only  a  very  small  portion  of  their 
total  mortgage  loan  portfolios. 
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Direct  Interest  Rate  Increase  Liait  in  Addition  to  the  Payment 
Increase  and  Loan  Balance  Increase  Limits 

In  evaluating  the  merits  of  a  direct  limit  on  interest  rate 
increases,  in  addition  to  payment  and  loan  balance  limits,  the 
key  question  is  under  what  circumstances  would  a  direct  limit 
restrain  interest  rate  increases  more  than  the  indirect  limit 
derived  from  the  payment  and  loan  balance  limits.   If  the  direct 
limit  were  very  restrictive,  it  could  constrain  payment  increases 
more  than  the  payment  increase  limit.   This  %irould  also  preclude 
negative  amortization.   In  this  case,  the  direct  limit  %<rould 
restrict  interest  rate  increases  far  more  than  the  indirect, 
derived  limit.   If  the  direct  limit  were  somewhat  less  restrictive, 
it  could  allow  the  payment  to  increase  to  the  full  payment  limit 
and  permit  some  negative  amortization,  but  less  negative  amorti- 
zation than  that  permitted  by  the  loan  balance  limit.   In  this 
case,  the  direct  limit  could  in  some  circumstances  restrict 
interest  rate  increases  more  than  the  indirect,  derived  limit. 

A  direct  interest  rate  increase  limit  of  1/2%  per  year  would 
constrain  payment  increases  more  than  a  payment  increase  limit 
set  at  2/3  the  wage  increase  rate,  except  at  low  mortgage  rate 
levels.   Thus,  at  current  mortgage  rate  levels,  the  direct  1/2% 
per  year  limit  would  restrict  interest  rate  increases  more  than 
the  payment  increase  limit.   According  to  Chart  VII  a  payment 
increase  limit  set  at  2/3  the  wage  increase  rate  would  on  average 
allow  interest  rate  increases  in  excess  of  1/2%  per  year,  except 
for  mortgage  rate  levels  below  10%.   A  somewhat  less  restrictive 
direct  interest  rate  increase  limit  of  1%  per  year  would  still 
constrain  payment  and  interest  rate  increases  more  than  the  pay- 
ment increase  limit  at  mortgage  rate  levels  of  roughly  15%  and 
above.   A  more  liberal  direct  interest  rate  increase  limit  of 
2%  per  year  would  only  constrain  payment  increase  more  than  the 
payment  increase  limit  at  mortgage  rates  in  excess  of  20%. 

A  direct  interest  rate  increase  limit  of  1/2%  per  year 
would  eliminate  the  interest  rate  flexibility  otherwise  provided 
by  the  payment  and  loan  balance  limits.   A  1%  per  year  limit, 
while  not  restricting  payment  increases  more  than  the  payment 
limit,  unless  the  mortgage  rate  is  15%  or  more,  would  still  greatly 
reduce  the  interest  rate  flexibility  provided  by  negative  amorti- 
zation.  With  a  direct  limit  of  1%  per  year,  it  would  take  four 


Digitized  by  VjOOQ IC 


992 


years  to  raise  the  mortgage  rate  4%  (400  basis  points) .   In  the 
absence  of  such  a  direct  limit,  the  indirect  limit  derived  from 
the  payment  and  loan  balance  limits  would  permit  the  mortgage  rate 
to  be  raised  3%  or  4%  in  a  single  year  early  in  the  life  of  the 
.mortgage  and  somewhat  more  later  in  the  life  of  the  mortgage. 

Even  a  direct  interest  rate  limit  of  2%  per  year  could  im* 
pose  some  constraint  on  interest  rate  flexibility.   Such  constraint 
is  likely  to  be  modest  for  ARMs  that  use  a  relatively  stable, 
long  term  rate  index,  such  as  the  rate  on  the  standard,  30  year 
fixed  rate  mortgage.  Based  on  historical  experience  an  index 
based  on  the  mortgage  rate  is  not  likely  to  increase  much  more 
than  2%  per  year.   Thus,  even  though  the  indirect,  derived  inter- 
est rate  increase  limit  could  permit  a  3%  or  4%  rate  jump  in  a 
single  year  early  in  the  life  of  a  mortgage  and  a  7%  or  8%  jump 
in  a  single  year  in  the  last  10  years  of  the  mortgage,  it  %fould 
require  highly  unusual  economic  circumstances  before  an  index 
based  on  the  mortgage  rate  would  jump  by  such  an  amount  in  a 
single  year.   However,  if  ARMs  replace  fixed  rate  mortgages  as 
the  standard  mortgage  instrument,  the  mortgage  rate  and  any  index 
based  on  it  will  most  likely  become  more  volatile  than  in  the 
past. 

A  2%  per  year  limit  would  be  more  likely  to  constrain  an 
ARM  using  a  volatile,  short  term  interest  rate  for  an  index. 
Such  an  index  could  easily  rise  7%  or  8%  (700  or  800  basis  points) 
in  a  single  year.   Thus,  in  the  absence  of  a  direct  2%  per  year 
limit,  the  index  could  trigger  a  rate  adjustments  in  the  full 
amount  of  the  indirect  interest  rate  increase  limit.   As  indicated 
above,  large  interest  rate  jumps  toward  the  end  of  the  mortgage 
could  be  eliminated  by  prohibiting  negative  amortization  in  the 
last  10  years  of  the  mortgage.   This  would  still  leave  open  the 
question  of  whether  a  2%  per  year  limit  -  or  a  1%  per  year  limit  - 
is  needed  to  preclude  an  interest  rate  jump  of  3%  or  4%  in  a 
single  year  early  in  the  life  of  the  mortgage. 

The  primary  borrower  benefit  from  a  direct,  2%  limit  would 
be  that  it  would  take  lenders  2  years  rather  than  1  year  to  im- 
plement a  4%  interest  rate  increase.   Thus,  it  could  dampen  the 
interest  rate  jump  in  a  single  year.   However,  the  issue  is  more 
complex.   When  the  rate  adjustment  index  has  increased  in  successive 
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years  for  3  years  or  more,  the  indirect,  derived  interest  rate 
increase  limit  will  be  more  constraining  than  a  2%  per  year  limit. 
As  shown  by  Chart  VIII,  once  a  large  upward  rate  adjustment  of 
say  4%  has  occurred,  the  indirect,  derived  interest  rate  limit 
will  permit  only  small  interest  rate  increases  -  generally  less 
than  1/2%  per  year  -  in  the  succeeding  years.   Thus,  the  net  gain 
in  borrower  protection  from  a  2%  per  year  limit  would  be  the 
ability  to  constrain  the  interest  rate  incrrease  in  several  single 
years  over  the  life  of  the  mortgage  and  these  single  years  would 
have  to  be  spaced  at  least  4  or  5  years  apart.   In  any  single 
year  in  which  the  direct  2%  per  year  limit  did  constrain  the 
interest  rate  increase,  the  amount  of  negative  amortization  would 
be  less  than  it  would  hxve   been  without  the  2%  limit  and  this 
would  mean  slightly  lower  payments  in  future  years. 

However,  if  a  direct  interest  rate  increase  limit  is  estab- 
lished, even  one  as  liberal  as  2%  per  year,  this  could  well  come 
about  as  part  of  a  legislative  trade-off  that  allowed  a  more 
liberal  limit  on  payment  increases.   In  this  case,  ARH  borrowers 
would  have  to  accept  faster  payment  increases  in  periods  of  rapid 
interest  rate  acceleration  -  the  effect  of  a  more  liberal  payment 
limit  -  in  return  for  slower  payment  Increases  when  interest 
rates  were  moderating   the  effect  of  less  negative  amortization 
due  to  constraint  from  the  2%  per  year  limit.   Such  lincreased 
payment  volatility  does  not  seem  a  good  bargain  for  borrowers. 

Even  more  important,  the  more  liberal  payment  limit  that 
could  result  from  a  trade-off  would  weaken  the  indirect,  derived 
interest  rate  increase  limit.   A  weaker,  indirect,  derived  limit 
would  permit  greater,  successive  interest  rate  increases  in  the 
years  following  a  sharp  single  or  two  year  jump  in  the  interest 
rate.   Since  the  indirect,  derived  limit  constrains  interest  rate 
increases  more  in  these  years  than  the  direct  limit,  the  trade- 
off would  result  in  less  borrower  protection  against  sustained 
interest  rate  increases.   For  example,  if  an  ARH  interest  rate 
has  risen  4%  over  two  years,  strict  payment  and  loan  balance  limits 
are  likely  to  hold  any  interest  rate  increase  in  the  succeeding 
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years  to  below  1%  per  year.   If  the  payment  limit  is  weakened, 
the  maximum  interest  rate  increases  permitted  in  these  succeeding 
years  will  be  greater. 

All  in  all,  from  the  borrower's  perspective  accepting  a 
weaker  payment  limit  in  return  for  a  direct  interest  rate  in- 
crease limit  would  be  a  poor  trade-off.   The  trade-off  would 
allow  a  higher  cumulative  interest  rate  increase  over  a  4  to  6 
year  period  and  greater  short  run  payment  volatility.   The  only 
benefit  would  be  the  possibility  of  slightly  lower  negative 
aunortization  in  several  years  over  the  life  of  the  mortgage. 
It  is  not  even  possible  to  say  that  this  lower  negative  amortiza- 
tion is  likely  to  result  in  lower  payments  in  future  years, 
because  the  weaker  payment  limit  will  allow  higher  interest 
rates  in  future  years,  thereby  increasing  loan  balances  and  pay- 
ments. 

Thus,  strict  payment  and  loan  balance  limits  will  provide 
borrowers  with  adequate  protection  against  payment,  loan  balance, 
and  interest  rate  increases.   The  underlying  goal  of  imposing 
an  additional  direct  limit  on  interest  rate  increases  -  to  pre- 
vent excessive  negative  amortization  in  a  single  year  -  is  al- 
ready met  by  the  loan  balance  limit.   Imposing  a  direct  interest 
rate  limit  is  likely  to  result  in  a  weaker  payment  limit  which 
in  turn  would  cause  a  net  loss  in  overall  borrower  protection. 
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A]>JrSTABLE  RATI  NOtTCACI  SUfVLATIMIS 
PUBLIC  IWTBftEST  ftESEAtCV  GtOUF 
MAT   1981 

ARM  Siimilations  yiLth   the  Proposed  P'^vsent  and  Loan  Balance  Linits 

Three  AKM  siarlatrcns  are  provided  using  the  pxoposed  linits 
on  Bonthly  payment  an:S  loan  aatoumt  increases  psr  yaar.   In  each 
sifoulation  the  original  \-=!at\   ar^^^r'  is  $50,000  and  original  inter- 
est rate  is  9.151,  the  average  rat^  on  conventioaal  Mortgages 
■ade  in  January  1978.   Interest  rate  index  values  for  1979*  1980* 
and  1981  vere  determined  usin>^  actual  povenents  in  the  conventional 
mortgage  rate  (Simulations  II  and  III)  aruJ  the  6wh  month  Treasury 
bill  rate  (Simulation  I) . 

In  all  simulations  the  inonthly  payment  is  adjusted  each 
Jamuary  and  can  never  rise  at  a  rate  greater  than  2/3  the  %fage 
increase  rate  for  the  preceding  year.   The  loan  balance  can  never 
rise  at  a  rate  greater  than  1/5  the  CPI  increase  rate  for  the  pre- 
ceding year.   To  simplify  the  calculations,  the  home  appreciation 
rate  is  not  considered.   It  is  unlikely  that  the  appreciation 
rate  %rould  differ  substantially  from  the  inflation  rate  over  an 
extended  period. 

The  interest  rate  on  the  ARM  is  always  the  samo  as  the 
index  interest  rate,  unless  a  separate  rate  is  listed  in  the 
ARM  Effective  Interest  Rate  column.   A  separa;.e  rate  is  8ho%m 
whenever  the  payment  and  Iran  balance  limits  have  indirectly 
constrained  the  ARM  rate  so  that  it  cannot  rise  as  fast  as  the 
index  rate. 

The  extent  to  which  the  proposed  p-:yment  and  loan  balance 
limits  constrain  sharp  cyclical  interest  rate  increases  varies 
dramatically  with  the  typ«*  of  index  usc«K   The  restraint  is  much 
greater  with  a  short  term  rate  index,  each  as  the  6  mcnch  Treasury 
bill  rate,  than  with  a  long  term  rate  index,  such  as  the  fixed 
rate  mortgage  or  long  term  bond  rate.   Short  term  rates  are  far 
more  volatile  than  long  term  rates  and  a  precipitous  decline  in 
a  short  term  rate  index  can  drive  the  monthly  payment  to  a  very 
low  level.   When  the  index  begir.s  to  ris«,  the  payiront  and  loan 
balance  limits  will  soon  become  restraining.   If  the  payment  has 
fallen  greatly  during  a  cyclical  trough,  the  limits  may  hold  the 
ARM  rate  below  its  previous  high  for  se/eral  years.   By  way  of 
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contrast,  with  a  more  stable,  long  term  rate  index,  aonthly  pay- 
ments will  fall  less  dramatically  in  cyclical  troughs  and  the 
ARM  rate  can  rise  higher  on  the  upswing  before  it  is  constrained 
by  the  limits. 

If  ARMS  have  the  limits  on  payment  and  loan  balance  increases 
necessary  to  protect  borrowers,  lenders  will  find  that  a  long 
term  index  provides  better  ARM  earnings  than  a  short  tern  index. 
During  a  cyclical  trough  the  ARM  rate  will  be  lower  with  a  short 
term  index  than  with  a  long  term  index.  During  a  cyclical  peak, 
the  ARM  rate  with  a  short  term  index  could  well  be  constrained 
by  the  limits  to  be  lower  than  the  rate  with  a  long  term  index, 
even  though  the  short  term  index  «#ould  be  much  higher  than  the 
long  term  index. 

Of  course,  this  problem  could  be  remedied  from  the  lender's 
perspective  by  a  rule  that  prohibited  monthly  payments  from  de- 
clining.  If  monthly  payments  were  held  constant  in  the  face  of 
sustained  rate  declines,  borrowers  %rould  pay  off  their  mortgages 
at  faster  rates  than  originally  scheduled.  However,  freezing 
the  monthly  payment  at  its  highest  level  would  make  the  ARM  far 
less  desirable  to  borrowers  who  obtain  an  ARM  during  a  high 
rate  period  and  hope  that  both  the  rate  and  the  monthly  payment 
will  decline  in  the  future.  Basing  the  ARM  index  on  a  long 
term  rate  is  the  best  approach.  A  long  term  rate  index  will  mod- 
erate cyclical  rate  fluctuations  and  greatly  reduce  the  likelihood 
that  payment  and  loan  balance  limits  will  constrain  lenders' 
yields. 
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ARM  SIMULATION   Z 

index t     6th  Month  Treasury  Bill  Rate 
Economic  Scenario:     Cyclical  Inflation 
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Rate 
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8.9% 
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949,669 

1979 
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11 
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13.3 

7.4 
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50,550 

1980 

14. 

59 

13.3 

12.4 

8.2 

453 

51,895 

1981 

17. 

39 

13.4 

10 

478 

53,182 

1982 

17 

13.2 

8 

503 

54,245 

1983 

12 

• 
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54,405 

1984 

8 

. 

11 

425 

53,62^ 

1985 

15 

12.1 

15 

448 

54,803 
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20 

13.2 

15 

11 
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1987 

22 

13.7 
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13 

510 
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10 
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12 
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1992 

16 
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13 
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18 

13.3 

18 
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25 

14.6 

18 
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1995 

28 

15.2 

15 
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63,607 

1996 

18 
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8 

. 

10 
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61,94: 
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10 

- 

12 
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16 
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10 
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12 
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10 
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2001 

10 

« 

8 
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6 

> 

12 
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41,664 
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16 

. 

14 
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37,737 
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20 

« 

16 
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22 

- 

16 
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24 

- 

15 
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22,329 
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20 

- 

- 

- 
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ARM  SIKOIATION  ZI 

Index:  Long  Term  Interest  Rate  (10-20  year  Treasury  Bond  or 

Fixed  Rate  Mortgage) 
Economic  Scenarios  Cyclical  Inflation 
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Interest 
Rate 
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8.2 

453 

50,216 
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13 
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15 
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13 
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50,935 

11 
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48,964 

10 

760 

46,544 

10 

788 

43,896 

10 

763 

40,690 

10 
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36,875 

10 

721 

32,409 

10 

754 

27,596 

12 

782 

22,245 

14 
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16,109 

14 

812 

8,811 
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ARM  SIMULATION  III 

Index:  Long  Term  Interest  Rate  (10-20  year  Treasury  Bond  or 

Fixed  Rate  Mortgage) 
Economic  Scenario:  Rising  Inflation  for  15  Years 
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Year 
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Interest 
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• 
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7.4 
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49,616 
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. 

12.4 

8.2 
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9 
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13.9 
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9 
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10 

537 
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12 
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14 
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17.5 

20 

16 
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18 
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20 
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26 

24 

950 
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28 

26 
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30 

28 
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74,764 

1992 
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30 

28 
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- 

20 

20 

1686 

82,273 
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20 
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20 

20 
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- 
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Mr.  ScHUMER.  That  is  really  all  I  have  to  say,  other  than,  please 
do  not — let  us  not  sink  the  ship  if  we  have  real  troubles  in  the 
Senate,  because  I  know  that  our  chairman  has  basically  the  same 
interest  that  I  and  I  believe  you  have  at  heart. 

Chairman  Gonzalez.  Mr.  Nader,  do  not  expose  me  to  partiality. 
We  have  this  other  side,  too,  that  we  must  give  fair  and  equal 
chance.  We  did  have  referral  made  by  one  of  the  members.  Mr. 
Wortley  indicated  he  had  a  question. 

Mr.  Wortley.  I  have  a  couple  of  questions. 

Mr.  Nader.  Mr.  Chairman,  just  a  point  of  privilege.  I  really  have 
to  meet  this  Senator.  Otherwise  he  will  draw  and  quarter  us.  But 
Jonathan  Brown,  who  is  the  coauthor  of  this  testimony,  would  be 
glad  to  stay  and  answer  your  questions. 

Mr.  Wortley.  I  will  take  on  Mr.  Brown. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Wortley.  I  am  not  so  sure  I  agree  with  the  logic  of  your  con- 
clusion that  mutual  savings  banks  are  better  able  to  weather  the 
long-term  interest  rate  risk  than  stock  institutions.  It  may  sound 
like  a  good  theory,  but  if  we  take  a  look  at  practical  facts  and  what 
is  going  on  today,  with  forced  mergers,  the  failing  institutions, 
have  been  essentially  in  the  area  of  the  large  mutuals,  more  so 
than  with  stock  institutions.  The  hit  list  has  been  the  large  mu- 
tuals before  it  has  been  the  savings  and  loans. 

Do  you  want  to  comment  on  that? 

Mr.  Brown.  Yes.  That  is  a  very  interesting  question.  We  will 
within  the  next  week  submit  an  analysis  of  that  development,  look- 
ing at  the  extent  to  which  mutuals  versus  stocks  have  been  more 
troubled.  It  is  difficult  to  make  generalizations.  Obviously,  you  look 
at  the  New  York  situation,  where  you  have  the  large  mutual  sav- 
ings banks  that  are  probably  the  most  troubled  of  all  the  thrift  in- 
stitutions. 

But  I  think  it  is  important  to  remember  the  fact  that  these  trou- 
bles are  endemic  to  particular  markets.  These  are  structural,  regu- 
latory, usury  rate  factors  that  have  applied  to  New  York  State, 
that  are  different  from  other  markets.  And  it  happens  that  savings 
banks  in  New  York  cannot  be  organized  on  a  stock  basis.  So  all  of 
the  institutions  in  New  York  have  been  mutual  institutions.  There- 
fore, that  makes  mutuals  look  bad. 

But  I  am  afraid  it  was  more  the  New  York  environment  than  the 
fact  that  they  were  mutuals.  If  they  had  been  stock  institutions  in 
New  York,  I  think  they  would  have  been  equally  troubled. 

One  further  point,  and  that  is  that  in  other  States,  in  New  Eng- 
land, where  you  have  savings  banks  that  have  had  a  different  regu- 
latory environment,  not  as  restrictive  usury  ceilings  in  the  past, 
where  thev  have  more  low-cost  deposits,  the  mutuals  are  still  aoing 
fairly  well.  In  Massachusetts  and  in  other  States,  some  of  them 
have  very  strong  capital  ratios.  Some  of  them  have  even,  I  believe, 
still  some  profitability. 

So  that  it  is  an  important  question  and  we  will  address  it. 

Mr.  Wortley.  In  the  past,  you  have  expressed  your  opposition  to 
variable  rate  mortgages.  But  the  industry  would  not  be  m  the  dol- 
drums toda^,  it  wouldn't  have  the  problems  it  is  confronted  with  if 
we  had  variable  rate  mortgages  in  effect  for  the  past  several  years, 
according  to  Mr.  Pratt,  who  testified  here  not  too  long  ago.  He  cal- 
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dilated  that  if  the  S.  &  L/s  since  1975  had  been  making  ARM's 
with  a  1-percent-per-year  limit  on  interest  rate  increases,  that  their 
1980  mortgage  portfolio  yield  would  be  1.3  percent  higher  than  it  is 
today. 

Some  of  your  advocacy  has  created  the  problem  in  the  market- 
place today.  We  wouldn't  have  to  be  tcdking  about  a  bailout  of 
thrifts  if  we  had  had  variable  rate  mortgages. 

Mr.  Brown.  I  think  there  is  an  element  of  truth  in  that.  But  I 
think  also  that  there  are  other  people  that  share  the  blame,  too. 
There  are  a  lot  of  regulators,  even  industry  officials  who  felt  10 
years  ago  that  fixed  rate  mortgage  lending  made  sense.  None  of  us 
anticipated  the  volatility  in  interest  rates,  the  fairly  Draconian 
monetary  policy  that  we  are  experiencing  right  now.  We  recognize 
now  that  there  is  a  need  for  flexibility.  That  is  why  we  are  propos- 
ing in  essence  that  50  percent  of  the  assets  of  savings  and  loans  be 
invested  in  very  flexible  instruments  with  essentially  no  contraints 
on  rate  increases  and  no  constraint  on  the  maturity. 

As  for  the  other  50  percent,  we  are  proposing  that  they  be  invest- 
ed in  a4]ustable  rate  mortgages,  which,  similar  to  the  type  that  Mr. 
Pratt  was  analyzing  there,  would  have  some  flexibility,  where 
there  would  be  a  sharing  of  interest  rate  risk.  We  feel  that  this 
combination  would  still  allow  S.  &  L.'s  to  be  competitive.  If  they 
are  simply  investing  in  fixed  rate  mortgages  only,  then  obviously  I 
don't  think  they  could  survive. 

Mr.  WoRTLEY.  Just  two  veiy  short  questions.  You  can  give  me  a 
yes  or  no.  Do  you  favor  the  elimination  of  usury  rates? 

Mr.  Brown.  On  mortgage  loans? 

Mr.  WoRTLEY.  Yes. 

Mr.  Brown.  Yes.  That  has  been  done  by  Federal  statute,  and  al- 
though generally  we  don't  favor  preemption  of  State  laws  unless  a 
strong  burden  has  been  met,  I  think  that  in  this  case  the  mortgage 
usury  ceilings  caused  more  trouble  than  they  did  good,  and  the 
elimination  of  them  was  legitimate. 

Mr.  WoRTLEY.  If  you  had  your  choice  of  enacting  the  capital  as- 
sistance program  for  thrifts  or  the  regulators  bill  which  we  passed 
in  the  House,  what  would  be  your  choice? 

Mr.  Brown.  That  is  a  difficult  question  to  answer.  I  would  have 
to  think  about  that.  I  am  not  sure.  My  first  choice  would  be  the 
capital  assistance  bill  with  the  public  benefits  which  we  proposed. 
In  the  absence  of  the  public  benefits,  I  might  choose  the  regulators 
bill,  which  essentially  would  be  a  continuation  of  the  current  su- 
pervisory merger  process.  We  would  be  indifferent  to  some  extent, 
but  very  concerned  that  the  capital  assistance  bill,  if  it  passed, 
would  really  be  providing  public  benefits  to  private  stockholders  in 
the  long  run. 

So,  I  guess,  without  the  public  benefits,  we  would  probably  be 
leaning  toward  the  regulators  approach. 

Mr.  WORTLEY.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  sir. 

I  want  to  thank  all  of  the  very  patient  panelists  that  have  been 
80  nice. 

I  would  next  recognize  Ms.  Cincotta. 
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STATEMENT  OF  GALE  CINCOTTA,  CHAIRPERSON,  NATIONAL. 
PEOPLE'S  ACTION 

Ms.  CiNCOTTA.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee,  for  this  opportunity. 

We  feel  that  the  intent  of  the  home  mortgage  capital  stability 
fund  is  commendable,  and  I  agree  with  Congressman  St  Germain  8 
comments  when  he  introduced  H.R.  5568  that  it  is  "imperative  that 
the  Ck)ngress  act  quickly  and  in  a  fashion  that  will  move  fiinds  im- 
mediately into  the  mortgage  lending  industry." 

Unfortunately,  we  feel  that  this  bill  does  not  meet  that  impera- 
tive. I  do  not  see  a  sufficient  enough  increase  in  mortgage  lending 
resulting  from  the  bill  to  justify  the  $7.5  billion  price  tag  placed  on 
this  piece  of  legislation.  It  does  not  matter  whether  the  capital  as- 
sistance is  in  the  form  of  cash  infusion  or  capital  guarantees.  This 
bill  seems  designed  to  bail  out  the  thrift  industry  and  not  to  benefit 
thoHft  Americans  right  now  searching  for  an  affordable  loan. 

Our  country  is  in  the  midst  of  a  financial  revolution,  and  no- 
whfsn;  has  there  been  a  priority  placed  on  housing.  All  the  tinker- 
ing that  has  been  done  to  the  savings  and  loans  since  Robert 
McKinney  was  Chairman  of  the  Federal  Home  Loan  Bank  Board 
has  iH'jtn  for  the  worse.  Neighborhood  people  said  it  loud  and  clear 
way  buck  in  1977  that  to  deregulate  the  lending  industry  without 
providing  for  a  continuous  supply  of  affordable  mortgage  money 
would  int  «K:onomic  ruin. 

Now  the  thrift  industry  is  coming  out  of  those  ruins  to  seek  Fed- 
ttrul  assistance.  The  DIDC,  the  Depository  Institutions  Deregulation 
Oimmittee,  is  meeting  again  on  Monday.  What  is  the  top  agenda 
iU!m?  Another  short-term  deposit  instrument  to  let  banks  compete 
with  money  market  funds.  The  ABA  is  lobb)ring  fiercely  for  it.  The 
thrifts  want  a  differential  in  their  favor,  but  may  be  wUling  to  deal 
for  the  banking  industry's  support  for  their  proposal.  All  tiie  lend- 
ers are  jockeying  for  position,  but  no  one  seems  to  care  about  the 
folks  who  will  have  no  hopes  of  having  an  affordable  mortgage. 

If  the  banks  and  thrifts  are  going  to  raise  the  money  market 
funds,  a  lot  of  us  are  going  to  be  eating  dust  for  a  long  time.  Every 
1  percent  increase  in  interest  rates  puts  860,000  families  out  of  the 
reach  of  homeownership.  That  is  one  of  the  findings  we  discovered 
as  part  of  the  Illinois  Governor's  Task  Force  on  Interest  Rates  and 
Home  Ownership.  Our  final  report  is  going  to  be  released  soon,  and 
I  can  get  a  copy  to  the  subcommittee. 

Let  me  tell  you  all  some  other  effects  of  our  current  economic 
crisis  that  the  task  force  discovered  in  Illinois.  When  interest  rates 
are  over  17  percent,  those  rates  disqualify  90  percent  of  first-time 
home  buyers  for  a  loan.  The  current  recession  has  cost  the  State  of 
Illinois  $90  billion  over  the  last  3  years  in  lost  sales  tax,  income 
tax,  and  real  estate  revenue,  and  additional  unemployment  com- 
pensation costs. 

In  single-family  homes  $1  billion  worth  of  investments  would 
create  19,100  on-site  construction  jobs,  14,000  indirect  jobs,  and 
103,000  sale-induced  jobs.  The  Governor's  task  force  showed  that 
high  interest  rates  have  cost  the  residents  of  Illinois  jobs  and 
money. 
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The  dollar  figures  nationally  are  even  more  staggering.  Accord- 
ing to  the  National  Association  of  Realtors,  3  million  home  sales 
could  not  take  place  over  the  last  3  years  because  of  high  interest 
rates.  They  estimate  that  to  equal  $230  billion  worth  of  business, 
and  that  is  not  even  counting  revenues  lost  from  lack  of  furniture, 
home  appliances,  home  improvement  sales,  et  cetera. 

The  number  of  jobs  at  stake  for  the  housing  industry  is  also  stag- 
gering nationally.  I  assume  you  have  the  figures  I  have  in  this  tes- 
timony. 

The  other  thing  is,  there  are  all  sorts  of  figures  on  creative  fi- 
nancing as  the  primary  source  of  mortgage  money.  The  National 
Association  of  Realtors  found  that  as  of  October  1981,  creative  fi- 
nancing was  used  in  60  percent  of  all  transactions.  They  also  foimd 
that  in  65  percent  of  people-to-people  transactions,  the  seller  is  the 
source  of  lending,  while  43  percent  of  all  single-family  homes  sold 
involved  assumptions  of  an  existing  mortgage. 

We  have  found  that  75  percent  of  all  transactions  on  the  south- 
west side  of  Chicago  and  90  percent  on  the  northwest  side  use  cre- 
ative financing,  lids  use  of  creative  financing  is  already  coming 
back  to  haunt  us.  According  to  data  from  the  Department  of  Hous- 
ing and  Urb£m  Development,  delinquent  mortgages  are  cropping 
up.  In  Illinois,  delinquent  mortgages  have  risen  to  9.14  percent  of 
the  total  number  of  mortgages  in  the  State;  11.6  of  all  FHA  mort- 
l^ages  are  in  default,  and  4.8  of  conventional  mortgages,  the  highest 
m  the  country. 

Nationally,  1  out  of  every  20  mortgages  is  delinquent.  This  is  a 
vicious  circle  that  is  killing  the  backbone  of  this  country.  Interest 
rates  are  putting  people  out  of  work,  so  they  become  delinquent  in 
their  mortgages.  Creative  financing  becomes  the  only  lending  game 
in  town,  because  of  high  rates.  Balloon  payments  come  due  or  rates 
are  adjusted  up.  People  don't  have  the  cash,  and  the  economy  wors- 
ens. 

In  light  of  these  figures,  the  mortgage  requirements  proposed  in 
H.R.  5568  are  inadequate.  As  drafted,  the  bill  requires  institutions 
receiving  capital  assistance  to  use  50  percent  of  their  net  new  de- 
posits to  make  mortgage  loans  for  the  first-time  buyers  with  an  in- 
terest rate  not  more  than  1  percent  greater  than  their  average  cost 
of  funds.  The  National  Savings  &  Loan  League  opposes  even  this 
attempt  to  extract  a  quid  pro  quo  from  the  industry. 

To  increase  mortgage  lending.  Federal  legislation  should  require 
that  all  savings  and  loans  and  savings  banks  serve  the  mortgage 
market,  not  just  those  institutions  receiving  financial  assistance. 
The  legislation  should  be  designed  not  to  earmark  a  percentage  of 
their  new  deposits  which  have  been  minimal,  almost  nonexistent, 
but  to  earmark  a  percentage  of  their  toted  assets  for  affordable 
mortgages. 

This  hearing  today,  I  feel,  was  called  together  to  consider  how 
best  to  save  thrifts.  I  feel  that  we  should  save  the  thrifts  only  if  we 
are  saving  them  for  housing,  and  the  only  way  to  do  that  is  to  re- 
Quire  all  thrifts  to  invest  at  least  50  percent  of  their  total  assets  in 
direct  long-term  mortgages  at  fixed  rates  or  renegotiated  rates  with 
constraints. 

This  requirement  should  be  for  direct  mortgages,  not  just  buying 
up  the  paper  of  existing  mortgages.  We  think  that  the  proposal  of 
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the  U.S.  League  of  Savings  Associations  and  the  National  Associ- 
ation of  Mutual  Savings  Banks  is  more  conducive  to  generating  af- 
fordable housing  dollars  than  H.R.  5568.  The  concept  of  the  mort- 
gage buy-down  plan  that  they  have  proposed  is  similar  to  a  concept 
of  an  a^ordable  line  of  credit  that  we  have  been  pursuing  with  the 
Federal  Reserve  Board,  with  lenders  offering  mortgage  rates  at  1 
percent  below  market  and  the  Treasury  providing  a  3-percent  sup- 
plement. The  buyers  would  actually  pay  4  percentage  points  less 
than  the  market  rates. 

I  believe  that  a  mortgage  buy-down  plan  is  essential  to  a  housing 
recovery,  but  there  must  be  a  targeting  of  such  a  plan  to  those 
most  in  need  of  affordable  loans.  The  industry's  plan  should  be  lim- 
ited to  the  one  home  you  live  in  and  to  housing  within  a  certain 
price  range,  using  the  ETUD  203  guidelines.  The  program  should 
not  be  limited  to  first-time  home  buyers  or  solely  for  new  construc- 
tion. Our  existing  housing  stock  requires  afTordaole  loans  as  well  as 
new  housing  starts. 

Mortgage  buy-downs  should  not  automatically  revert  back  to 
market  rates  arter  3  years.  If  there  must  be  adjustable  rates,  they 
should  be  limited  to  mcreases  of  only  a  half  a  percentage  point  a 
year,  with  a  maximum  increase  of  2y2  percent  over  a  25-year  term. 

There  is  a  need  for  a  mortgage  mandate  for  the  private  sector 
and  public  sectors.  There  must  oe  a  renewed  supply  of  mortgage 
loans  that  do  not  expose  homeowners  to  excessive  interest  rates  or 
refinancing  uncertainty.  The  charter  obligation  of  financial  institu- 
tions to  serve  the  credit  needs  of  their  entire  local  community,  in- 
cluding low  and  moderate-income  areas,  older  urban  neighbor- 
hoods, and  minorities,  is  going  unmet.  This  obligation  was  reaf- 
firmed by  Congress  when  it  passed  the  CRA  of  1977,  yet  Congress 
and  the  financial  regulators  find  it  convenient  to  overlook  this 
unmet  obligation  as  financial  institutions  scramble  for  more 
powers.  Thnfts  want  to  be  like  banks,  and  banks  want  to  be  like 
money  market  funds  and  stockbrokers,  and  the  credit  needs  of  the 
majority  of  Americans  are  not  dealt  with. 

The  credit  crisis  and  the  plight  of  the  thrifts  in  this  country 
cannot  be  discussed  in  isolation  here.  If  the  thrifts  are  going  to 
become  more  like  banks,  then  there  will  have  to  be  a  mortgage 
mandate  for  the  banks.  The  banks  will  have  to  accept  additional 
responsibility  also  for  mortgage  lending.  The  mcgor  banks  in  tins 
country  are  profiteering  from  this  credit  crisis. 

First  National  Bank  of  Boston  had  its  highest  earnings  in  its  his- 
tory. Fourth  quarter  earnings  in  1981  for  Chase  Manhattan  were 
up  99.2  percent.  For  Continental  Illinois  Bank  they  were  up  35.7 
percent,  and  for  Manufacturers  Hanover  they  were  up  19.2  per- 
cent. 'Hie  chief  economist  for  Manny  Hanny  was  quoted  last 
Sunday  in  the  New  York  Times  as  calculating  that  the  real  rate  of 
interest  is  now  8.08  percent. 

In  the  past,  the  spread  between  the  prime  rate  and  inflation,  the 
real  rate  of  interest  averaged  about  2  percent.  No  wonder  the 
thrifts  want  to  be  more  like  banks.  There  is  fast  money  being  made 
out  there. 

Walter  Wriston,  chairman  of  Citibank  and  head  of  the  Business 
Roundtable,  admits  that  the  Nation  now  has  the  highest  real  rate 
of  interest  in  the  last  25  ye€u^,  but  if  we  would  stabilize  that  real 
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rate  of  interest  at  the  historical  2  percent,  the  banks  could  be  pro- 
viding interest  rates  today  of  10  percent  on  mortgages. 

Senator  Roth  has  already  reacted  to  profits  of  larger  banks  rising 
as  high  as  200  percent  by  suggesting  a  windfall  profits  tax  on  bank 
interest.  Representative  Wright  here  in  the  House  has  proposed  a 
tcuL  of  80  percent  on  all  interest  income  received  above  15  percent 
on  any  loan. 

We  do  not  advocate  increasing  taxes  on  banks  as  a  way  out  of 
our  economic  crisis.  Rather,  I  am  stressing  that  banks  are  in  a  posi- 
tion to  provide  an  affordable  line  of  credit,  not  only  for  housing  but 
for  small  business  and  the  family  farm  that  are  also  the  victims  of 
high  interest  rates. 

Through  the  network  of  National  People's  Action,  we  have  been 
attempting  to  cooperatively  develop  this  concept  with  some  major 
conmiercial  banks  and  the  Federal  Reserve  Board.  Most  banks 
have  been  refusing  to  even  sit  down  at  the  table  and  explore  the 
concept.  Unless  things  change  dramatically,  when  we  meet  again 
with  Paul  Volcker  next  Monday,  the  Federal  Reserve  will  also  con- 
tinue to  ignore  the  credit  needs  of  the  small  borrower. 

That  is  why  we  have  supported  House  Joint  Resolution  365  and 
Senate  Joint  Resolution  120  that  were  introduced  last  year  and 
that  recognized  the  need  to  assure  a  flow  of  credit  at  affordable 
prices. 

From  our  experiences  so  far,  the  banks  and  the  Federal  Reserve 
are  not  going  to  address  this  crisis,  credit  crisis  voluntarily.  I  urge 
Congress  to  hold  hearings  immediately  with  the  banks  on  why  they 
cannot  provide  affordable  mortgages  for  Americans  right  now.  I 
would  also  urge  Congress  to  hold  hearings  on  the  whole  issue  of  de- 
regulation, deregulating  depository  institutions.  Deregulation  has 
not  been  a  cure,  but  another  virus  preventing  a  healthy  economy. 

DIDC  has  done  nothing  to  help  housing.  It  will  only  raise  costs 
further  and  hurt  the  consumer  more  in  terms  of  their  credit  needs. 
Also,  if  all  the  new  financial  creatures.  Sears,  Merrill  Lynch,  Pru- 
dential, American  Express,  want  to  soak  up  our  savings,  they 
should  be  held  accountable  for  their  investments.  Congress  also 
needs  to  reconsider  the  whole  regulation  question,  including  money 
market  funds. 

In  conclusion,  I  ask  you,  ''Who  will  finance  housing  at  affordable 
cost?"  Until  Congress  has  answered  that  question,  I  predict  that  we 
will  continue  to  meet  again  and  again  on  bailouts  for  the  industry, 
short-term  answers,  and  soon,  how  to  deal  with  depression-time 
foreclosure  rates  and  the  possible  need  for  massive  public  housing. 

Thank  you. 

[The  prepared  statement  of  Ms.  Cincotta  follows:] 
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Statkment  of  Gale  CiNCOTrA,  Executive  Dirbcior,  National  Tsaindig  * 
Infoeication  Center  and  Chairperson,  National  People's  Action 


The  Intent  of  the  Home  Mortgage  Capital  Stability  Fund  is 
coomendable.   I  agree  with  Congressman  St  Germain's  comments  vhen 
he  introduced  H^.  5568  that  "it  is  imperative  that  the  Congress 
act  quickly  Btid   in  a  fashion  that  will  move  funds  innediately  into 
the  mortgage  lending  industry.'* 

Unfortunately,  this  bill  does  not  meet  that  imperative.   I 
do  not  see  a  sufficient  enough  increase  in  mortgage  lending  re- 
sulting from  this  bill  to  justify  the  $7.5  billion  price  tag  placed 
on  this  piece  of  legislation.   It  does  not  matter  whether  the  capi- 
tal assistance  is  in  the  form  of  cash  infusion  or  capital  guarantees. 
This  bill  is  designed  to  bail  out  the  thrift  industry,  not  to  benefit 
those  Americans  searching  for  an  affordable  mortgage. 

This  country  is  in  the  midst  of  a  financial  revolution  and 
nowhere  has  a  priority  been  placed  on  housing.  All  the  tinkering, 
that  has  been  done  to  the  savings  and  loans  since  Robert  McKinney 
was  Chairman  of  the  Federal  Home  Loan  Bank  Board  has  been  for  the 
worse.   Neighborhood  people  said  it  loud  and  clear  back  then  in 
1977  that  to  deregulate  the  lending  industry  without  providing 
for  a  continuous  supply  of  affordable  mortgage  money  would  be 
economic  ruin.   Now  the  thrift  industry  is  coming  out  of  those 
ruins  to  seek  federal  assistance. 

The  Depository  Institutions  Deregulation  Committee  (DIDC) 
is  scheduled  to  meet  again  on  Monday,  March  22  as  you  well  know. 
What  is  the  top  agenda  item? — another  new  short-term  deposit  in- 
strument to  let  banks  compete  with  money  market  funds.   The  Ameri- 
can Bankers  Association  is  lobbying  fiercely  for  it.   The  thrifts 
want  a  differential  in  their  favor  but  may  be  willing  to  deal  for 
the  banking  industry's  support  for  their  bail-out  proposal.   All 
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the  lenders  are  Jockeyli^  fox  position  haz   xw  one  cares  about  the 
folks  left  belilBd  in  the  dost,  wltk  no  b^e  of  ever  affording  a  host. 

If  the  Vanks  and  thrifts  are  goli^  to  race  the  voney  nsrket 
funds,  a  lot  of  ns  are  going  to  be  eating  dust  for  a  loog  tine. 
Every  one  percent  increase  In  interest  rates  puts  860,000  faailies 
out  of  reach  of  hoae  ownership.   That  is  one  of  the  findings  I  dls* 
covered  as  part  of  Illinois  Governor  Jin  7hoapson*s  Task  Force  on 
Interest  Sates  and  Hoaeouner ship .   [Our  final  report  will  be  re- 
leased soon.] 

Let  ne  tell  you  all  sone  other  effects  of  our  current  econo- 
mic crisis  that  the  Task  Force  discovered  in  Illinois: 

*  Uhen  interest  rates  are  over  17Z,  those  rates  disqualify 

90Z  of  first -tine  hoaebuyers  for  a  loan. 

*  The  current  recession  has  cost  the  State  of  Illinois 

$90  billion  over  the  last  three  years  in  lost 
sales  tax,  incoae  tax  and  real  estate  revenue 
and  additional  uneoq>loyBent  coopensatlon  costs. 

*  $1  billion  worth  of  L-.'.es:zTx.T.ii   in  single  f sally  homes 

%iould  create  19,100  on-site  construction  jobs; 
14,000  indirect  jobs;  and  103,000  induced  jobs. 
The  Governor's  Task  Force  in  Illinois  discovered  that  high 
Interest  rates  have  cost  the  residents  of  Illinois  jobs  and  money. 
The  dollar  figures  nationally  are  even  more  staggering.  According 
to  the  National  Association  of  Realtors,  three  million  home  sales 
could  not  takeplace  over  the  last  three  years  because  of  high  in- 
terest rates.   They  estimate  that  to  equal  $230  billion  worth  of 
business,  and  that  is  not  even  counting  revenues  lost  from  lack  of 
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furniture,  home  appliances,  home  improvement  sales,  etc. 

The  numbjer-^f.  Jobs  at  stake  for  the  housing  industry  is  also 
staggering  nationally: 

*  The  National  Association  of  Realtors  estimates  that  2.8 

million  Jobs  were  lost  in  1981  as  a  result  of  high 
interest  rates  on  the  real  estate  industry. 

*  The  National  Association  of  Home  Builders  estimates  that 

as  of  February,  1982,  the  housing  construction-related 
field  had  928,000  workers  out  of  work.  That  means 
that  one  out  of  every  ten  unemployed  people  is  a 
housing  construction-related  worker. 
There  are  all  sorts  of  figures  on  creative  financing  as  the 
primary  source  of  mortgage  money: 

*  The  National  Association  of  Realtors  found  that  as  of 

October,  1981,  creative  financing  was  used  in  60Z 
of  all  transactions. 

*  They  also  found  that  in  65Z  of  people-to-people  trans- 

actions, the  seller  is  the  source  of  lending  while 
43Z  of  all  single  family  homes  sold  involved  assump- 
tions of  an  existing  mortgage. 

*  We  have  found  that  75Z  of  all  transactions  on  the  South- 

west side  of  Chicago  and  90Z  on  the  Northwest  side 

use  creative  financing. 
This  use  of  creative  financing  is  already  coming  back  to 
haunt  us.  According  to  data  from  the  Department  of  Housing 
and  Urban  Development  (HUD),  delinquent  mortgages  are  cropping  up: 

*  In  Illinois,  delinquent  mortgages  have  risen  to  9.14Z  of 

the  total  number  of  mortgages  in  the  state. 
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*  Nationally,  5.48Z  of  all  mortgages  are  delinquent  in  this 
^  eountry.  One  out  of  every  20  mortgages  is  deliquent. 

This  isva  vicious  circle  that  is  killing  the  backbone  of 
the  country.   Interest  rates  are  putting  people  out  of  work,  so 
they  become  delinquent  in  their  mortgage.   Creative  financing  be- 
comes the  only  lending  game  in  town  because  of  high  rates.   Balloon 
payments  come  due  or  rates  are  adjusted  up.   People  don't  have  the 
cash.   The  economy  worsens  some  more. 

In  light  of  these  figures,  the  mortgage  requirement  proposed 
in  H.R.  5568  is  inadequate.  As  drafted,  the  bill  requires  institu- 
tions receiving  capital  assistance  to  use  50Z  of  their  net  new 
deposits  to  make  mortgage  loans  for  first  time  buyers  with  an  in- 
terest rate  not  more  than  IZ  greater  than  their  average  cost  of  ' 
funds.  Of  course,  the  National  Savings  &  Loan  League  opposes  even 
this  meager  attempt  to  extract  a  quid  pro  qou  from  the  industry. 

If  Congress  is  serious  about  increasing  mortgage  lending, 
federal  legislation  should  require  all  savings  and  loans  and 
savings  banks  to  serve  the  mortgage  market,  not  Just  those  institu- 
tions receiving  financial  assistance.  The  legislation  should  be 
designed  not  to  earmark  a  percentage  of  their  net  new  deposits, 
which  have  been  minimal  if  not  almost  non-existent,  but  to  earmark 
a  percentage  of  their  total  assest  in  affordable  mortgages. 

This  hearing  was  called  today  to  consider  how  to  best  save 
thrifts.  What  I  am  saying  is  that  we  should  save  the  thrifts  only 
if  we  are  saving  them  for  housing.  The  only  way  to  do  that  is  to 
require  all  thrifts  to  invest  at  least  50Z  of  their  total  assets 
in  direct  long-term  mortgages  at  fixed  rates  or  renegotiated  rates 
with  constraints  on  increases.   1  am  suggesting  that  this  require- 
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ment  for  direct  mortgages,  not  Just  buying  up  the  paper  of  existing 
mortgages,  is  the  fastest  way  to  increase  mortgage  lending. 

I  find^phe  proposal  of  the  U.S.  League  bf  Savings. Associations 
and  the  National  Association  of  Mutual  Savings  Banks  to  be  more  con- 
ducive to  generating  affordable  housing  dollars  than  H.R.  5568. 
The  concept  of  the  "mortgage  buy-down"  plan  that  they  have  proposed 
is  similar  to  a  concept  of  an  "Affordable  Line  of  Credit"  that  we 
have  been  pursuing  with  the  Federal  Reserve  Board.   With  lenders 
offering  mortgage  rates  at  one  percent  below  market  and  the  Treasury 
providing  a  three  percent  supplement,  the  buyers  would  actually  pay 
four  percentage  points  less  than  market  rates. 

1  believe  that  a  "mortgage  buy-down"  plan  is  essential  to 
a  housing  recovery.   But  there  must  be  a  targeting  of  such  a  plan 
to  those  most  in  need  of  affordable  loans.   The  industry's  plan 
should  be  limited  to  the  one  home  you  live  in  and  to  housing  under 
certain  prices.   The  program  should  not  be  limited  to  first  time 
homebuyers  or  solely  for  new  construction.   Our  existing  housing 
stock  requires  affordable  loans  as  well  as  new  housing  starts. 
Mortgage  buy-downs  should  not  revert  back  to  mortgage  rates  after 
three  years.   If  there  must  be  adjustable  rates,  they  should  be 
limited  to  increases  of  only  a  half  percentage  point  a  year  with 
a  maximum  increase  of  2%Z  over  a  twenty-five  year  term. 

There  is  a  need  for  a  new  mortgage  mandate  by  the  private 
and  public  sectors.   There  must  be  a  renewed  supply  of  mortgage 
loans  that  do  not  expose  home  owners  to  excessive  interest  rates 
or  refinancing  uncertainity.   The  charter  obligation  of  financial 
institutions  to  serve  the  credit  needs  of  their  entire  local  community, 
including  low  and  moderate  income  areas,  older  urban  neighborhoods. 
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and  minorities  is  going  mmiet. 

This  obligation  was  reaffirmed  by  Congress  vhen  it  passed 
the  Cc=:r-ii:v  ?.£l- v^-^  .rt- t  Act  of  1977.   Tet,  Congress  and  the 
financial  regulators  find  it  convenient  to  overlook  this  unmet 
obligation  as  financial  institutions  scramble  for  more  powers. 
Thrifts  want  to  be  like  banks  and  banks  want  to  be  like  ^moncy  .iiarket 
funds  and  stock  brokers.   And  the  credit  needs  of  the  majority  of 
Americans  are  shrugged  off. 

The  credit  crisis  and  the  plight  of  the  thrifts  in  this 
country  cannot  be  discussed  in  isolation  here.   If  the  thrifts  are 
going  to  become  banks,  then  there  will  have  to  be  a  mortgage  man- 
date for  banks.   The  banks  will  have  to  accept  responsibility  also 
for  mortgage  lending. 

The  major  banks  in  this  country  are  profiteering  from  this 
credit  crisis.   First  National  Bank  of  Boston  had  its  highest  earn- 
ings in  its  history.   Fourth  quarter  earnings  in  1981  for  Chase 
Manhattan  were  up  99. 2Z;  for  Continental  Illinois,  they  were  up 
35. 7Z;  and  for  Manufacturers  Hanover,  they  were  up  19. 2Z. 

The  chief  economist  for  Manny  Hanny  was  quoted  last  Sunday 
in  The  New  York  Times  as  calculating  that  the  real  rate  of  interest 
is  now  8.08Z.   In  the  past,  the  spread  between  the  prime  rate  and 
inflation  (the  real  rate  of  interest)  averaged  around  2Z.   No 
wonder  the  thrifts  want  to  be  more  like  banks  --  there's  fast 
money  being  made  out  there  today. 

Even  Walter  Wriston,  chairman  of  Citibank  and  head  of  the 
Business  Roundtable,  admits  that  the  nation  now  has  the  highest 
real  rate  of  interest  in  the  last  twenty-five  years.   But  if  we 
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would  stabilize  that  real  rate  of  interest  at  the  historical  21, 
the  banks  could^be  providing  interest  rates  today  of  lOZ. 

Senatox^  Roth  has  already  reacted  to  profits  of  larger  banks 
rising  as  high  as  200Z  by  suggesting  a  windfall  profits  tax  on 
bank  interest.   Representative  Wright  here  in  the  House  has  pro- 
posed a  tax  of  80Z  on  all  interest  income  received  above  ISZ  on 
any  loan.   I  do  not  advocate  increasing  taxes  on  banks  as  a  way  out 
of  our  economic  crisis.  Rather,  1  am  stressing  that  banks  are  in 
a  position  to  provide  an  "Affordable  Line  of  Credit"  not  only  for 
housing  but  for  small  businesses  and  the  family  farm  that  are  also 
the  victims  of  high  interest  rates. 

Through  the  network  of  National  People's  Action,  we  have 
been  attempting  to  cooperatively  develop  this  concept  with  some 
major  commercial  banks  and  the  Federal  Reserve  Board.   But  the 
banks  have  been  refusing  to  even  sit  down  at  the  table  and  explore 
the  concept.   Unless  things  change  dramatically  when  we  meet  with 
Paul  Volcker  next  Monday,  the  Federal  Reserve  will  continue  to  ig- 
nore the  credit  needs  of  the  small  borrower. 

That  is  why  we  have  supported  House  Joint  Resolution  365 
and  Senate  Joint  Resolution  120  that  were  introduced  last  year 
and  recognize  the  need  to  assure  an  adequate  flow  of  credit  to 
small  borrowers  at  affordable  prices.   From  our  experience  though, 
the  banks  and  the  Federal  Reserve  are  not  going  to  address  this 
credit  crisis  voluntarily.   I  urge  Congress  to  hold  hearings  im- 
mediately with  the  banks  on  why  they  cannot  provide  affordable 
credit  for  Americans. 

I  urge  Congress  to  hold  hearings  on  the  whole  issue  of  de- 
regulation of  depository  institutions.   Deregulation  has  not 
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been  a  cure  but  another  virus  preventing  a  healthy  economy.   DIDC 
has  done  nothing  to  help  housing;  it  will  only  raise  costs  further 
and  hurt  the  consumer  more  in  terms  of  our  credit  needs. 

Also,  if  all  the  new  financial  creatures  --  Sears,  Merrill 
Lynch,  Prudential,  American  Express  --  want  to  soak  up  our  savings, 
they  should  be  held  accountable  for  their  investments.   Congress 
needs  to  reconsider  the  whole  regulation  question  including  money 
market  funds. 

In  conclusion,  I  ask  you  "Who  will  finance  housing  at  afford- 
able costs?'*  Until  Congress  has  answered  that  question,  I  predict 
that  we  will  continue  to  meet  again  and  again  on  bailouts  for  the 
industry,  short-term  answers,  and  how  to  deal  with  depress ion- time 
foreclosure  rates  and  the  need  for  massive  public  housing. 

I  ask  you  "How  long  will  we  have  to  meet  before  we  have  an 
answer?"  I'm  ready  and  waiting. 

Chairman  Gonzalez.  Thank  you,  Ms.  Cincotta,  for  an  excellent 
statement. 

We  would  next  recognize  Mr.  Sisson  of  the  Communications 
Workers  of  America. 

STATEMENT  OF  HALL  SISSON,  LEGISLATIVE  REPRESENTATIVE, 
COMMUNICATIONS  WORKERS  OF  AMERICA 

Mr.  SissoN.  Thank  you,  Mr.  Chairman. 

My  name  is  Hall  Sisson.  I  am  a  legislative  representative  for  the 
Communications  Workers  of  America,  a  labor  union  which  repre- 
sents some  645,000  working  men  and  women  in  the  telecommunica- 
tions industry  and  in  the  public  service  sector. 

I  am  here  today  to  add  my  support  and  that  of  my  union  to  the 
joint  statement  concerning  H.R.  5568,  prepared  by  those  of  us  sit- 
ting on  this  pcuiel.  Mr.  Chairman,  I  would  like  to  put  the  rest  of 
my  prepared  statement  into  the  record  and  just  make  some  obser- 
vations, if  that  is  all  right  with  you. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

[The  prepared  statement  of  Mr.  Sisson  follows:] 
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Testimony  of 

Hall  H.  Sisson,  Legislative  Representative 

Communications  Workers  of  America 

before  the 

Subcomnittee  on  Housing  and  Comnunity  Development 

of  the  House  Banking,  Finance  and  Urban  Affairs  Committee 

March  18,  1982 

Mr.  Chairman,  Members  of  the  Subcommittee: 

My  name  is  Hall  Sisson,  and  I  am  a  legislative  repre- 
sentative for  the  Communications  Workers  of  America  (CWA) ,  a 
labor  union  which  represents  some  645,000  working  men  and 
women  in  the  telecommunications  industry  and  in  the  public 
service  sector. 

I  am  here  today  to  add  my  support  and  that  of  my  Union 
to  the  joint  statement  concerning  H.R.  5568  prepared  by  those 
of  us  sitting  on  this  panel.  

I  hope  that  all  of  you  and  your  staffs  take  the  time  to 
thoroughly  read  it.   I  feel  it  sets  forth  a  rational  way 
to  assist  troubled  thrift  institutions  while  at  the  same  time 
maintaining  their  comnitment  to  providing  funds  for  home 
mortgages. 

To  again  recite  the  whole  litany  of  the  disaster  which 
has  overtaken  the  home  building  industry  would  be  a  waste  of 
your  time.   So  to  would  be  a  reiteration  of  the  dispair  felt 
by  the  home -buying  industry.   Those  young  working  men  and 
women  -  many  of  whom  are  members  of  my  Union  -  who  have  been 
frozen  out  of  the  opportunity  to  own  a  home  by  a  lack  of 
available  housing  and  high  mortgage  interest  rates. 
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No  one  denies  that  savings  and  loan  associations  and 
mutual  savings  banks  are  facing  rocky  times.   The  work  being 
done  by  Chairman  St  Germain  to  aid  the  industry  should  be 
appla\2ded.  And  the  federal  government  does  have  a  commitment 
to  stand  behind  the  savings  of  depositors  both  large  and  small. 

But  most  importantly,  during  all  of  these  hearings  and 
all  of  this  talk  on  legislation  to  bail  the  thrift  industry 
out  of  its  troubles,  the  continued  commitment  of  this  industry 
to  providing  the  funds  for  the  housing  needs  of  this  country 
cannot  be  left  at  the  wayside  like  some  abandoned  orphan. 
What  is  needed  instead  is  the  new  mortgage  mandate  that  is 
being  advocated  today  by  this  panel. 

Our  approach  to  H.R.  5568  is  fairly  sinqple  and  straight- 
forward.  Since  public  monies  are  to  be  used  to  assist  savings 
and  loans  and  savings  banks,  then  the  public  interest  must  be 
served  by  all  of  these  institutions,  both  the  strong  and  the 
weak. 

The  first  commitment  to  the  new  mortgage  mandate  would 
require  that  savings  and  loans  and  savings  banks  invest  at 
least  50%  of  their  total  assets  in  either  long-term  adjustable 
rate  mortgages  or  in  fixed-rate  mortgages.   These  adjustable 
rate  mortgages  would  have  adequate  consimier  safeguards  that 
would  handle  the  twin  problems  of  negative  amortization  and 
wildly  fluctuating  monthly  payments. 

Secondly,  would  be  the  public  disclosiire  of  how  savings 
and  loans  and  savings  banks  are  meeting  their  duty  to  serve 
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the  mortgage  credit  needs  of  their  conmunities.  By  making 
available  to  public  scrutiny  the  CRA  (Conmunlty  Reinvestment 
Act)  ratings  and  performance  evaliiations  of  these  lenders,  you 
would  be  opening  up  the  mortgage  lending  process  to  meaningful  re- 
view and  evaluation. 

And  finally,  we  would  discoiirage  the  conversion  of  mutually 
owned  savings  and  loans  and  savings  banks  into  stock  institutions. 

All  of  these  proposals  are  adequately  explained  in  our  joint 
statement. 

Mr.  Chairman,  you  and  the  members  of  your  Subcomoiittee  are 
faced  with  a  unique  opportunity  to  put  your  mark  on  the  future 
of  mortgage  lending  In  this  country.   Not  only  can  you  act  to 
shore-up  the  mainstay  of  the  home  building  and  home  buying 
industry,  but  you  can  also  make  that  Industry  more  open  and  more 
responsive  to  the  general  needs  of  the  American  public  as  a 
whole . 

I  thank  you  for  the  time  you  have  granted  me  to  appear  before 
you,  and  I  would  welcome  any  questions  you  may  have. 

Mr.  SissoN.  First  of  all,  in  deference  to  my  good  friend,  Ralph 
Nader,  and  John  Brown,  I  can  say  the  Communications  Workers  of 
America  is  not  too  happy  about  sticking  envelopes  in  telephone 
bills  in  order  to  raise  money  to  provide  public  service  advocacy  in 
those  areas.  We  seem  to  think  that  we  know  a  little  bit  more  about 
the  telecommunications  industry,  and  we  will  work  our  way 
through  that  bill  over  in  Mr.  Wirth's  subcommittee  just  fine,  thank 
you. 

Mr.  Chairman,  you  mentioned  this  being  a  new  mandate.  I  look 
at  it  just  as  a  plain  mandate,  as  one  who  has  sat  through  innumer- 
able hours  of  hearings  over  in  the  other  body.  You  would  get  the 
impression  from  the  banks  and  the  savings  and  loans  and  the 
mutual  savings  banks  and  everybody  else  that  they  just  don't  want 
to  make  mortgages  any  more.  I  mean,  just  flat  out,  they  want  to 
get  out  of  the  mortgage  business. 

We  see  certain  things,  like  eliminating  due-on-sale  clauses  and 
State  usury  rates,  and  the  whole  litany  of  the  package  to  dismantle 
consumer  protection  legislation  that  we  have  spent  the  last  10 
years  putting  on  the  books,  primarily  in  this  committee,  and  with 
the  help  of  yourself  and  Chairman  St  Germain  and  Wright  Patman 
and  Henry  Reuss  and  others,  and  you  know,  it  was  a  surprise  to  us 
when  we  sent  up  a  letter  to  the  Senate  Banking  Committee  listing 
all  of  the  consumer  problems  that  we  saw  with  that  bill  over  there. 


Digitized  by  VjOOQ IC 


1017 

We  made  the  front  page  of  the  American  Banker.  Those  people 
were  flabbergasted.  They  didn't  even  know  consumers  existed. 
They  were  so  busy  dismantling  all  of  the  consumer  protections  that 
they  forgot  about  us. 

Another  observation  is,  I  think  you  mentioned  that  this  was  an 
emergency  bill.  Well,  we  saw  an  emergency  bill  go  over  there  a  few 
months  back  that  Mr.  St  Germain  put  forth  as  an  emergency  bill, 
and  now  here  we  have  another  emergency  bill.  We  are  just  wonder- 
ing what  the  other  body  is  going  to  be  doing  about  all  of  this.  I 
thmk  Chairman  St  Germain  said  he  was  a  little  bit  worried  about 
the  form  and  substance  of  it  when  it  came  back  over  to  a  confer- 
ence committee  and  certainly  we  are  worried  about  that  also.  That 
is  why  we  have  to  come  in  here  before  your  group  and  get  an  op- 
portunity to  get  our  licks  in  and  get  publicity,  because  we  certainly 
aren't  getting  a  hearing  before  the  other  body. 

You  will  notice  in  our  testimony  that  we  ask  that  there  be  a  50- 
percent  limitation  across  the  board  for  all  savings  and  loans.  I  feel 
this  is  only  fair.  The  representatives  of  the  industry  came  in  here, 
and  I  am  sure — I  didn't  get  to  hear  them  this  morning  as  I  was 
busy  with  something  else — and  I  didn't  get  to  hear  their  testimony, 
but  I  understand  they  went  on  for  some  hours,  and  all  I  can  ask  is, 
did  anv  troubled  savings  and  loans  come  before  your  eroup?  Did 
anybody  stand  here  at  this  table  and  say,  I  am  in  trouble,  I  need 
your  help?  Or  did  the  industry  speak  for  them? 

Well,  if  the  industry  is  going  to  speak  for  the  entire  savings  and 
loan  industry,  and  if  the  entire  savings  and  loan  industry  wants 
this  help,  then  they  should  buy  this  50-percent  across  the  bo£urd 
mortgage,  qualified  mortgage  package  that  we  are  talking  about. 

I  have  to  admit — I  know  Chairman  St  Germain  knows  this — that 
many  yeafs  ago  I  fought  long  and  hard  against  variable  interest 
rate  mortgages,  and  was  successful  in  blocking  them  for  many 
vears,  and  now  I  have  to  admit  that  it  looks  like  we  are  going  to 
have  to  go  to  variables,  and  in  fact,  if  that  is  going  to  help  the  sav- 
ings and  loan  industry,  which  I  think  all  of  us  at  this  panel  want  to 
do,  we  don't  want  to  see  the  savings  and  loan  industry  or  the  sav- 
ings banks  go  under.  We  know  that  somebody  has  to  make  mort^ 
gages  out  there,  even  though  they  want  to  make  automobile  loans 
and  don't  want  to  make  mortgages. 

You  know,  we  know  that  there  has  to  be  somebody  who  makes 
mortgages,  but  with  the  safeguards  we  have  proposed,  we  think 
that  variable  rate  mortages — and  the  American  public  can  live 
with  variable  rate  mortgages.  In  fact,  I  think  that  maybe  a  good 
thing  to  do  is  to  study  the  California  experience,  to  see  if  that  is 
working  quite  well. 

In  just  closing  my  brief  remarks,  for  Chairman  Gonzalez,  who 
knows  my  good  friend,  Henry  Schechter  will  be  in  here  next  week, 
and  so  I  will  not  submit  anything  on  housing.  I  will  let  Henry  do 
that  job  on  behalf  of  the  AFL-CIO  and  our  union.  Thank  you  very 
much. 

Chairman  Gonzalez.  Thank  you,  Mr.  Sisson. 

Both  the  CWA  and  the  AFL-CIO  have  always  contributed  quite  a 
bit  to  our  hearings.  As  to  the  other  body,  the  House  of  Lords,  both 
temporal  and  spiritual,  we  can't  answer  for  them. 

[General  laughter.] 
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Chairman  Gonzalez.  We  have  had  that  dilemma  for  a  few  years, 
but  I  think  that  it  is  getting  indemic,  and  this  is  the  reason  that  I 
think  Chairman  St  Germain  was  so  ably  describing  the  limitations 
within  which,  no  matter  what  we  desire  individually,  we  have  to 
forge  legislation  in  order  to  survive  this  process. 

Mr.  Sloane? 

STATEMENT  OF  MARTIN  E.  SLOANE,  EXECUTIVE  DIRECTOR, 
NATIONAL  COMMITTEE  AGAINST  DISCRIMINATION  IN  HOUSING 

Mr.  Sloane.  Thank  you,  Mr.  Chairman. 

I  am  going  to  be  very  brief.  I  say  amen  to  everything  that  my 
colleagues  have  said.  We  at  the  National  Committee  Against  Dis- 
crimination in  Housing  believe  that  savings  and  loans  and  mutual 
savings  banks  are  well  worth  saving,  so  long  as  they  contribute  to 
the  public  good.  They  have  done  so  over  a  period  of  many,  many 
years,  and  the  Federal  Government  has  been  a  major  benefactor  to 
these  institutions.  We  believe  these  institutions  have  been  of  ex- 
traordinary benefit  to  the  home  seeking  public  and  that  Federal 
support  has  been  worth  it. 

The  reason  I  am  going  to  be  brief  is  that  the  main  thing  I  would 
like  to  do  is  give  you  the  perspective  of  my  organization  on  this 
problem.  NCDH  is  a  fair  housing  organization  which  has  been 
around  for  32  years,  dedicated  to  promoting  fair  housing  and  equal 
housing  opportunity,  including  home  ownership  for  racial  and 
ethnic  minorities,  and  for  women.  I  want  to  address  myself  only  to 
two  particular  aspects  of  the  problem  we  are  facing  right  now. 

It  has  to  do  with  adjustable  rate  mortgages  and  our  concern  is 
particularly  two-fold,  one,  the  variable  rate  mortgage,  and  second, 
negative  amortization,  both  of  which  have  been  approved  for  imple- 
mentetion.  Let  me  explain  why  we  are  concerned  about  that. 

It  has  only  been  in  recent  years  that  minorities  and  women, 
largely  through  equal  employment  laws  and  the  like,  have 
achieved  the  economic  position  necessary  to  enable  substantial 
numbers  of  them  to  participate  at  all  in  the  mortgage  market. 
Progress  has  been  very  slow,  and  they  are  still  at  the  lowest  end  of 
the  mortgage  market.  Under  adjustable  rate  mortgages,  particular- 
ly variable  rate  mortgages,  lenders  must  necessarily  look  at  the 
ability  of  applicants  to  pay  higher  monthly  payments  than  initially 
required.  Thus,  it  is  likely  that  this  will  drive  minorities  and 
women,  currently  at  the  lowest  end  of  the  mortgage  market,  out  of 
it  entirely,  and  place  them  back  in  their  previous  position  of  non 
mortgage  market  participants. 

In  addition,  we  are  faced  with  the  problem  of  stereotypes  entei> 
tained  by  many  mortgage  lenders.  Although  once  traditional  ste- 
reotype notions  of  minorities  and  women  as  unreliable  and  unlike- 
ly to  maintain  stable  jobs  and  steady  income  has  been  largely  dis- 
pelled, other  stereot3rpes  persist,  and  are  likely  to  foreclose  them 
from  the  mortgage  market  under  a  system  of  adjusteble  rate  mort- 
gages. 

What  I  mean  is  that  mortgage  lenders  now  recognize  that  minor- 
ities and  women  more  or  less  can  be  counted  on  to  hold  stable  jobs 
and  maintain  stable  incomes  over  the  period  of  the  mortgage  loan. 
Under  fixed  rate  mortgages,  they  qualify  for  mortgage  loans,  and 
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are  perceived  as  being  able  to  handle  the  equal  monthly  payments 
over  the  life  of  the  loan. 

By  contrast,  under  adjustable  rate  mortgages,  mortgage  lenders 
must  be  able  to  see  potential  increased  income,  and  are  likely  to 
approve  loans  onlv  to  applicants  who  they  believe  are  upwardly 
mobile  economically.  Minorities  and  women  do  not  fit  into  this  cat- 
egory of  borrowers  under  stereot3rped  notions  that  persist.  Accord- 
ingly, they  are  likely  to  be  rejected  for  adjustable  rate  mortgages. 

The  second  problem,  involves  negative  amortization.  Under  this 
method,  mortgage  lenders  must  count  on  appreciation  of  property 
values.  In  the  past,  mortgage  lenders  maintained  the  stereotype 
notion  that  houses  in  minority  or  racially  integrated  neighborhoods 
were  likely  to  experience  property  value  decline.  Although  this  ste- 
reotype has  been  dispelled,  at  least  in  part,  lenders  do  not  general- 
ly accept  the  idea  that  property  values  in  minority  or  racially  inte- 
Kated  areas  will  increase  nearly  as  rapidly  as  in  all-white  neigh- 
rhoods.  Accordingly,  they  are  less  likely  to  make  negative  amor- 
tization loans  in  minority  or  racially  integrated  neighborhoods  as 
in  white  neighborhoods. 

What  this  means  is  that  racial  redlining,  that  incidious  practice 
inflicted  on  many  parts  of  our  cities,  is  likely  to  recur. 

Mr.  Chairman,  I  have  tried  to  be  brief  I  will  stop  right  there. 
Our  basic  conclusion  is  that  if  we  are  to  have  adjustable  rate  mort- 
gages there  must  be  careful  safeguards  and  controls  to  assure 
£^ainst  the  exacerbation  of  problems  of  race  and  sex  discrimina- 
tion. 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Sloane. 

Right  off  the  bat,  let  me  say  that  I  personally  deeply  appreciate 
your  presence  and  the  thrust  of  your  presentation.  As  you  know, 
the  last  effort  along  the  line  of  ameliorating  discrimination  in 
housing  was  the  bill  that  we  had  in  the  prior  Congress. 

Mr.  DLOANE.  I  am  very  familiar  with  that,  Mr.  Chairman.  I  spent 
half  my  life  on  that  bill. 

Chauman  Gonzalez.  And  I  support  it,  of  course,  in  the  House, 
and  got  quite  a  bit  of  flak.  The  strongest  flak  came  from  the  group 
that  was  here  testifying  yesterday  on  the  current  emergency  on 
housing,  so  that  I  can  appreciate  very  much  what  you  are  saying. 

Do  you  find  that  your  thinking  would  reach  the  point  of  recom- 
mending what  I  call  the  Adam  Cla3rton  Powell  amendment?  Years 
ago,  before  the  Civil  Rights  Act,  we  would  always  have  the  Powell 
amendment.  With  the  passage  of  the  1964  Civil  Rights  Act  and  sec- 
tion 7,  that  was  really  codified,  but  do  you  feel  that  there  is  some 
need  to  tailor  something  along  those  lines  for  this  particular  vehi- 
cle? 

Mr.  Sloane.  I  don't  think  any  special  fair  housing  saf^uards  are 
needed  in  this  bill.  We  alreaay  have  adequate  fair  housing  safe- 
guards under  title  VIII  and  other  civil  rights  laws,  particularly  ad- 
ministrative enforcement.  Title  VIII  is  a  weak  vehicle  in  terms  of 
enforcement.  That  is  really  what  we  were  trying  to  do  in  trying  to 
pass  fair  housing  amendments  legislation  in  1980.  The  House,  God 
bless  you,  passed  it,  and  we  almost  made  it  in  the  Senate,  but  not 
quite.  Lack  of  adequate  enforcement  remains  the  major  problem. 

The  courts,  as  you  may  know,  Mr.  Chairman,  have  been  very 
generous  in  their  interpretation  and  construction  of  title  Vm,  but 
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enforcement  is  still  weak  and  the  courts  can  do  little  about  that. 
The  Justice  Department,  as  you  may  know,  until  about  2  weeks 
ago,  had  not  filed  a  single  suit  under  the  fair  housing  law  since  the 
Reagan  administration  came  in.  That  means  that  reliance  has  to  be 
on  administrative  complaints  with  HUD,  which  has  no  enforce- 
ment power,  or  private  enforcement,  which  is  what  NCDH  do. 

But  let  me  explain.  We  have  a  staff  of  four  lawyers  at  the  Na- 
tional Committee  Against  Discrimination  in  Housing.  Yet  we  rep- 
resent the  largest  single  private  fair  housing  enforcement  agency 
in  the  entire  country.  Four  lawyers.  The  Justice  Department  has 
much,  much  more  in  the  way  fair  housing  enforcement  resources. 
Yet  they  filed  not  a  single  suit  until  about  2  weeks  ago,  and  then  it 
was  a  very  minor  one. 

We  need  administrative  enforcement  of  title  VIII.  I  don't  think 
that  Mr.  St  Germain's  bill  needs  any  additional  civil  rights  safe- 
guards. I  think  they  are  there.  It  is  enforcement  that  we  need. 

Chairman  Gonzalez.  Thank  you  very  much,  and  God  bless  you 
for  your  endeavors. 

I  don't  think  Americans  or  any  human  being,  for  that  matter, 
could  really  feel  the  sting  of  discrimination,  whether  it  is  racial, 
ethnic,  religious,  or  economic,  for  that  matter,  who  really  hasn't 
confronted  it  or  experienced  it.  It  is  so  devastating  and  so  impair- 
ing, particularly  to  our  democratic  society,  that  I  consider  that  a 
number  one  challenge,  particularly  since  the  astounding  statement 
and  action  by  the  President  with  respect  to  the  tax  exemption  of 
private  schools,  where  a  President,  a  leader,  says  to  Congress,  we 
ought  to  have  a  law  from  the  Congress  when  the  law  is  on  the 
books,  as  you  pointed  out. 

Mr.  Sloane.  You  are  absolutely  right.  What  the  administration 
has  done  on  that  is  absolutely  illegal.  The  courts  have  ruled  on 
that.  But  I  will  tell  you,  the  administration  is  not  going  to  win  on 
that  one. 

Chairman  Gonzalez.  Well,  I  really  salute  your  endeavor  in  that 
respect,  because  I  do  know  how  difficult  it  is  to  get  either  local, 
State,  or  national  enforcement,  even  when  the  law  finally  was 
passed. 

My  time  has  expired. 

Mr.  Wortley? 

Mr.  Wortley.  Thank  you,  Mr.  Chairman. 

I  would  like  to  get  the  reaction  of  the  rest  of  you  folks  to  a  choice 
of  enacting  a  capital  assistance  program  for  the  thrifts  or  the  r^u- 
lators  bill.  Do  you  have  any  observations  on  that?  We  have  already 
heard  Mr.  Brown's  response. 

Ms.  CiNCOTTA.  I  have  no  faith  in  the  regulators  at  all.  Before  Jay 
Janis  went  out  as  head  of  the  Federal  Home  Loan  Bank  Board,  he 
said,  don't  look  to  us  for  mortgages.  Look  to  the  pension  funds.  He 
said  it  at  a  conference,  in  front  of  500  people.  When  you  touch  the 
pension  funds,  our  Governor  says,  we  want  it  for  reindustrializa- 
tion.  I  don't  have  any  faith  in  them.  I  am  sorry.  They  haven't  even 
come  up  with  the  home  mortgage  disclosure  data  that  has  been  de- 
bated in  Congress  forever  and  passed,  and  we  still  don't  have  that 
information.  We  don't  even  have  it  from  them. 
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Mr.  WoRTLEY.  That  isn't  what  I  was  asking  about.  I  was  asking 
how  you  felt  about  the  regulators  bill  versus  the  capital  infusion 
into  the  thrift  industry. 

Ms.  CiNCOTTA.  I  don't  understand  enough  about  it  to  answer  that. 
I  can  get  it  to  you. 

Mr.  WoRTLEY.  Mr.  Sloane? 

Mr.  Sloane.  I  don't,  either.  I  think  John  Brown  does. 

Mr.  WoRTLEY.  Mr.  Sisson? 

Mr.  SissoN.  Well,  I  don't  know.  These  regulators  that  are  pres- 
ently in  place  now,  but  I  have  known  Chairman  St  Germain  for  10 
years,  and  I  don't  know  these  regulators,  and  I  would  go  with  any- 
thing he  does.  The  thing  I  like  about  what  he  does,  he  says  they 
are  going  to  pay  it  back  with  interest. 

Mr.  WORTLEY.  Mr.  Brown? 

Mr.  Brown.  I  have  thought  a  little  more  about  that  question 
since  you  asked  it.  Just  to  clarify  the  different  aproaches  between 
the  two.  With  the  regulators  bill,  the  approach  would  be,  as  we 
point  out  in  our  testimony,  primary  reliance  on  supervisory  merg- 
ers. With  the  capital  infusion  bill,  there  would  be  an  effort  made  to 
keep  some  institutions  alive  with  capital  infusions  and  not  merge 
them. 

But  as  I  said  before,  we  don't  see  that  the  capital  infusion  bill  in 
its  present  form  has  the  tvpe  of  requirements  that  would  keep  S.  & 
L.'s  making  the  type  of  lending  that  we  want.  But,  putting  that 
aside,  just  looking  at  the  two  bUls  as  is,  with  the  regulators  bill,  I 
think  you  would  find  a  rapid  homogenization  of  the  banking 
system.  With  the  capital  infusion  bill,  I  think  there  still  would  be 
homogenization.  It  just  would  not  occur  quite  as  fast. 

But  it  is  important  to  remember  that  most  of  the  mergers,  at 
least  within  the  savings  and  loan  industry,  have  been  voluntary 
mergers.  They  have  been  occurring  anyway. 

Mr.  WoRTLEY.  Voluntary  mergers? 

Mr.  Brown.  Yes.  Last  year,  there  were 

Mr.  WoRTLEY.  A  lot  of  them  are  pretty  forced,  from  this  vantage 
point. 

Mr.  Brown.  I  think  the  great  preponderance  of  them  have  still 
been  voluntary  mergers  between  reasonably  healthy  institutions,  to 
date.  That  could  change  very  quickly. 

One  last  thing,  in  terms  of  the  cost.  It  is  virtually  impossible  to 
calculate  the  relative  cost  of  these  two  alternative  approaches,  be- 
cause to  do  that  requires  assumptions  about  the  future  course  of 
interest  rates.  If  interest  rates  actually  are  much  higher  in  future 
years  than  we  expect  or  hope,  then  I  think  the  capital  infusion  pro- 
gram could  cost  more,  because  you  would  be  guaranteeing  institu- 
tions and  they  wouldn't  survive  if  interest  rates  went  up. 

On  the  other  hand,  if  interest  rates  come  down,  as  the  advocates 
of  Reaganomics  hope,  then  the  capital  infusion  program  could  cost 
less.  But  it  is  very  speculative  to  argue  very  strenuously  that  one 
would  cost  that  much  more  than  the  other. 

Mr.  WoRTLEY.  Thank  you. 

I  wondered  how  the  rest  of  the  pcmelists  feel  about  the  elimina- 
tion of  the  usury  rate. 

Ms.  CiNCOTTA.  I  think  one  of  the  things  we  have  proposed  is  that 
there  be  an  across-the-board  usury  rate.  The  problem  when  there 
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were  just  the  States'  usury  rates,  with  the  fluctuation,  money 
would  flow  to  wherever  you  could  get  the  highest  interest,  but  with 
the  removal  of  the  usury  rates  the  interest  on  all  types  of  loans  is 
just  out  of  bounds,  with  no  controls  at  all.  So  we  would  favor  an 
across-the-board  usury  rate  that  the  Congress  could  set. 

Mr.  WoRTLEY.  Thank  you. 

Mr.  Sloane? 

Mr.  Sloane.  I  have  nothing  to  add  to  what  Ms.  Cincotta  said. 

Mr.  WoRTLEY.  Mr.  Sisson? 

Mr.  SissoN.  Same  with  me.  I  will  stay  with  Ms.  Cincotta's  state- 
ment. 

Mr.  WoRTLEY.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Wortley. 

Mr.  St  Germain? 

Mr.  St  Germain.  I  would  like  to  answer  your  question,  George. 
Mr.  Wortley,  I  would  like  to  answer  your  question. 

Mr.  Wortley.  Fine. 

Mr.  St  Germain.  The  regulators  bill  and  the  legislation  before  us 
today  are  two  separate  items  entirely.  I  feel  that  we  need  both  of 
them.  It  is  not  an  either/or.  If  you  will  recall,  one  reason  for  the 
regulators  bill  was  to  preclude  bank  holding  compcmies  from 
buying  up  S.  &  L.'s.  That  was  one  of  the  primary  purposes  of  my 
getting  involved  with  that  one,  because  I  think  that  any  day  now 
you  are  going  to  see  the  Fed  begin  to,  if  not  voluntarily,  by  court 
edict,  begin  to  approve  the  bank  holding  company  acquisitions  of 
thrifts  on  an  interstate  basis.  I  don't  think  that  is  what  we  want,  I 
really  don't,  because  there  goes  the  thrift  industry,  and  if  we  hope 
that  we  can  keep  them  in  mortgage  lending,  certainly  we  can't 
keep  them  in  mortgage  lending  if  they  are  gone,  and  that  is  my 
concern. 

So,  what  it  indeed  does,  George,  is  to  say,  we,  the  Congress,  are 
going  to  set  the  guidelines  by  which  you  effectuate  mergers.  If  you 
recall,  we  debated  it  very,  very  thoroughly.  The  markup  session,  I 
thought,  was  an  excellent  one.  Then  on  the  floor  we  did  quite  well. 
However,  that  was  back  in  October  or  November. 

Now,  we  find  that  high  interest  rates  have  persisted.  We  get  the 
Brookings  Institution  report,  and  no  one  denies  that  we  have  a 
great  number  of  institutions  out  there  that  may  well  not  survive 
for  too  long  a  period  of  time  unless  they  get  the  type  of  assistance 
that  is  included  in  this  legislation. 

So,  I  don't  think  it  is  an  either/or.  The  regulators  bill  was  one 
step,  a  necessary  step.  I  wish  the  Senate  would  act  on  it.  This,  I 
feel,  is  another  emergency  step.  I  really  feel  that  this  is  emergency 
legislation  that  has  to  be  addressed,  and  addressed  promptly. 

Mr.  Wortley.  Mr.  Chairman,  are  you  concerned  about  the  possi- 
bility that  we  would  infuse  capital  into  some  institutions  and  then 
ultimately  they  would  fail,  and  we  would  still  have  to  force  a 
merger  or  pay  it  all  off? 

Mr.  St  Germain.  George,  I  am  happy  you  asked  me  that  ques- 
tion. Certainly,  you  don't  anticipate  failures,  because  the  President 
says  things  are  going  to  get  better. 

Mr.  Wortley.  And  they  are. 
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Mr.  St  Germain.  OK.  So  if  they  are  going  to  get  better,  you  give 
these  institutions  a  little  capital  infusion  to  tide  them  over,  and 
they  have  got  it  made  in  the  shade.  They  will  survive.  They  will  be 
viable  and  they  won't  even  have  to  draw  down  any  funds. 

Mr.  WoRTLEY.  A  healthier  merger  partner  for  tifie  future. 

Mr.  St  Germain.  Well,  if  indeed — you  see,  Jonathan  was  right 
about  the  mergers.  There  have  been  mergers  going  on  on  a  con- 
stant basis,  even  prior  to  this  long  period  of  sustained  high  interest 
rates.  They  have  been  going  on  on  a  r^ular  basis.  It  is  an  evolu- 
tionary thing.  The  family  that  started  the  S.  &  L.'s  has  gone 
through  three  generations,  and  all  of  a  sudden  they  don't  nave 
sons,  just  daughters,  and  those  daughters  marry  doctors,  so  there  is 
nobody  around  to  run  the  S.  &  L.'s,  so  they  merge  it.  You  see,  that 
has  been  going  on  for  a  long  time. 

Mr.  Sisson,  I  am  sorry  you  could  not  be  here  this  morning.  We 
had  a  witness  here  this  morning  who  was  very  impressive,  and 
frankly,  he  was  sort  of  like  the  littlest  guy  here.  His  name  was  Wil- 
liam Muse,  Jr.,  president,  Imperial  Savings  &  Loan,  from  Martins- 
ville, Va.,  and  he  was  representing  the  American  Savings  &  Loan 
League,  and  he  stated: 

The  ASSL  members  are  savings  associations  owned  or  controUed  by  blacks,  His- 
panics,  and  Asian  Americans.  Our  associations  are  small.  They  are  young.  Most  of 
us  have  less  than  $100  million  in  assets,  and  only  one-half  have  been  in  existence 
for  more  than  10  years. 

Now,  he  submitted  a  four-page  statement.  He  didn't  ask  for  any- 
thing extra,  or  any  changes.  He  didn't  ask  us  to  loosen  up  on  the 
requirements,  as  some  others  did.  He  was  very  forthright.  All  he 
said  was: 

We  support  the  Home  Mortgage  Credit  Capital  Stability  Act  because  it  is  a  timely 
remedy  for  the  thrift  industry  as  a  whole.  Moreover,  we  have  a  particular  desire  to 
see  the  bill  passed  for  the  assistance  is  not  partial  to  big  associations,  but  is  commit- 
ted to  save  any  viable  mortgage  lending  depository  institution,  raprdless  of  its  size, 
if  it  meets  the  criteria.  Tlus  would  assure  that  the  standard  of  fairness  is  main- 
tained!, and  would  have  the  added  benefit  of  preserving  the  separate  identitv  of  the 
minority  S.  &  L.'s,  whether  governmental  assistance  will  come  in  the  form  of  capital 
stability  funds,  net  worth  guarantees,  or  some  combination  of  the  two,  it  will  be  a 
long  overdue  measure  to  relieve  the  burdens  of  our  industry.  Therefore,  the  Ameri- 
can Savings  &  Loan  League  supports  this  proposal  and  would  urge  its  speedy  enacts 
ment. 

Mr.  SissoN.  Well,  I  say,  God  bless  him,  and  I  would  sure  like  to 
have  you  give  me  his  name  and  address  so  I  could  send  him  our 
statement  to  see  his  reaction  to  it,  because  I  think  our  position  on 
this  is  geared  toward  that  type  of  an  S.  &  L. 

Mr.  St  Gerbiain.  Hall,  let  me  ask  you  this  question.  Do  you 
think,  is  it  your  opinion  that  absent  the  amendments  you  seek,  we 
should  not  adopt  any  legislation  at  this  time? 

Mr.  Sisson.  No,  no.  Our  basic  premise  is,  you  have  to  save  the 
industry.  Like  I  said,  we  have  to  do  something  about  it,  but  what 
we  are  saying  is  that 

Mr.  St  Germain.  You  would  like  it  improved. 

Mr.  Sisson.  Yes.  This  is  a  golden  opportunity  for  you  all  to  make 
a  clear  demonstration  to  the  financial  community  as  a  whole  that 
we  have  an  obligation  in  this  country  to  have  a  certain  type  of  in- 
stitution, whether  you  want  to  call  it  a  full  service  bs^k  or  an 
S.  &  L.  or  a  savings  bank  or  whatever  you  want  to  call  it  that  will  pro- 
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vide  the  money  for  home  mortgages,  and  just  not  let  these  people 
turn  their  backs  on  the  American  public. 

I  mean,  I  despair  of  the  fact  that  the  people  I  represent,  and 
these  are  primarily  voung  men  and  women  out  of  high  school,  thdr 
first  job  in  the  smeul  town  is  with  the  telephone  compcmy.  Tliat  is 
where  you  make  the  most  money  in  the  small  towns  in  the  South 
or  Southwest  or  even  in  West  Virginia,  where  this  gentleman  is 
from,  and  those  people  now  are  abandoning  the  hope  of  ever 
owning  a  home.  That  part  of  the  American  dream  is  fast  dying 
away. 

I  mean,  they  may  have  to  go  back  and  move  in  with  mom  and 
pop,  but  they  are  never  going  to  go  out  and  buy  their  own  home. 

Mr.  St  GERiyiAiN.  You  know,  you  are  carrying  coals  to  Newcastle. 

Mr.  SissoN.  I  know  I  am  carrying  coals  to  Newcastle,  but  it  is 
kind  of  cathartic  to  say  it  once  in  a  while  anyhow. 

Mr.  St  Germain.  Now,  you  know,  the  real  fight  on  all  of  this 
frankly — and  this  is  my  point — the  real  fight  is  going  to  come  when 
and  if  the  day  arrives  that  from  the  other  body  comes  the  Orient 
Express.  It  wUl  make  the  Orient  Express  look  like  a  Toonerville 
Trolley,  because  they  are  going  to  have  that  loaded  down  with  so 
much.  They  are  going  to  attempt  to  eliminate  a  lot  of  the  gains 
that  we  made  to  date,  and  that  is  where  the  big  fight  is  going  to 
come. 

Mr.  SissoN.  Well,  you  know  we  have  been  very  effective,  this 
group  here,  Mr.  Chairman,  in  that  every  other  month  we  side  with 
the  other  faction,  you  see,  and  then  inmiediately  this  tenuous 
agreement  that  has  been  built  up  suddenly  collapses.  So  I  can  go 
home  to  my  wife  at  night  and  say  that  I  am  a  very  effective  lobby- 
ist because  I  have  kept  that  bill  from  coming  out  of  the  Senate 
Banking  Committee. 

Mr.  St  Germain.  Well,  hopefully  this  committee  can  proceed 
with  its  hearinj^  on  the  FIRE  document  and  come  up  witn  some- 
thing meaningml  and  constructive  and  well  thought  out  and  not 
just  a  conglomeration  of  wish  lists. 

Mr.  SissoN.  I  think  you  had  better  hurry,  Mr.  Chairman,  because 
if  I  read  my  newspaper  correctlv  this  morning,  the  deal  seems  to  be 
getting  cut  over  there  about  suDsidizing  mor^ages  and  that  sort  of 
thing. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Schumer. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

First,  I  was  interested  to  hear  Mr.  Sisson  describe  CWA  members 
as  young  and  mobile  and  newly  married.  That  does  not  describe  my 
mother-in-law,  and  she  is  a  CwA  member. 

Mr.  SissoN.  Your  mother-in-law  is  the  backbone  of  CWA. 

Mr.  Schumer.  She  is  on  my  back  all  the  time,  too. 

[Laughter.] 

Mr.  Schumer.  Until  I  was  married,  which  was  only  1  year  ago,  I 
never  understood  all  of  these  mother-in-law  jokes,  and  now  I  under- 
stand them  very  well. 

I  just  would  uke  to  open  this  up  to  the  whole  panel  and  just  play 
a  little  bit  with  vour  50-percent  iaea  which  I  am  intrigued  with  and 
I  think  is  a  good  one. 
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Well,  let  me  pose  for  you  two  hypotheticals,  and  I  would  like  to 
get  all  of  your  judgments  on  it.  Chie,  if  you  are  saying  we  should 
put  limits  on  the  variable  rate  mortgage,  which  as  I  told  you  I  have 
a  great  deal  of  sympathy  with  but  I  also  have  some  trouble  with, 
but  that  it  is  countervailed  or  counterbalanced  by  the  fact  that 
only  50  percent  of  the  portfolio  be  that  and  the  other  50  percent 
can  be  aU  of  these  fat  income-producing  things. 

What  about  an  80-percent  requirement  or  a  90-percent  require- 
ment but  let  the  rate  float  exactly  with  or  closer  to  the  actual 
going  mortgage  rate?  Thereby  you  are  getting  more  money  into 
housing,  but  at  the  same  time  the  average  consumer  is  going  to 
pav  more  if  interest  rates  continue  to  go  up. 

You  see,  it  is  my  belief  that  if  interest  rates  continue  to  go  up 
anotiier  10  or  20  percent  from  what  they  are  now,  our  country  is 
gone  and  all  these  questions  are  trivial  anyway.  What  would  be 
your  judgment  on  that?  And  then  let  me  pose  the  opposite  hypo- 
thetic^. 

What  about  if  we  took  Mr.  Gam's  approach  and  we  allowed  ev- 
erybody to  do  everything  at  once,  let  every  financial  institution, 
whether  it  be  the  First  Decinel  of  Peoria  or  Chase  Manhattan  or 
Merrill  Lynch  or  Sears,  Roebuck,  if  they  got  into  it,  would  have  to 
put  a  certain  percentage,  a  set  percentage  of  their  money  into 
mortgages — 10  percent,  20  percent,  something  so  there  would  be 
enough  mortgage  money  floating  around. 

Those  are  two  things  that  I  am  not  sure  I  support.  I  probably  do 
not  support  either  of  them,  but  I  would  like  to  just  get  your  judg- 
ment on  it,  why  they  would  be  bad  or  why  not. 

Ms.  CiNCOTTA.  The  problem  that  you  have  now  is  with  the  inter- 
est rates  as  they  are,  people  cannot  afford — I  think  the  data  that  I 
was  talking  about,  the  high  foreclosures  already,  all  of  the  type  of 
creative  financing,  owner  financing,  people  just  cannot  afford  it. 
People  are  sitting  there  like  with  a  timebomb  even  waiting  for 
those,  the  balloons  to  pop;  that  I  do  not  know  how  people  can 
afford  it. 

Mr.  ScHUMER.  Right.  But  basically  I  mean  I  understand  that. 
That  is  a  problem  with  high  interest  rates.  That  is  really  not  the 
problem  we  are  addressing  here,  because  even  by  your  plan  there 
would  be  a  lag,  but  the  interest  rates  would  go  to  that  level,  so  that 
is  a  different  problem.  The  high  interest  rates  cause  both. 

The  problem  of  an  average  working  family,  or  these  davs  an 
upper  middle  class  income  familv  not  being  able  to  afford  a  home, 
that  is  not  what  the  problem  is  that  we  are  talking  about. 

Ms.  CiNCOTTA.  The  part  that  intrigued  us  about  the  S.  &  L. 
League  proposal  is  that  there  would  be  the  write-down  on  the  mort- 
gages, and  they  would  probably  come  out  at  10  to  12  percent,  and 
that  infiision  of  capital  at  that  percentage  mortgage  now  would 
make  a  lot  of  difference  right  now.  And  if  you  put  a  cap  on  how 
high  they  could  go  up,  you  would  have  a  sum  of  money  that  would 
be  at  an  affordable  rate. 

Mr.  ScHUMER.  But  in  the  joint  statement  you  did  not  propose 
that? 

Ms.  CiNCOTTA.  I  did  not  sign  the  joint  statement. 

Mr.  ScHUMER.  Well,  then  this  may  be  addressed  to  the  other 
joint  statement  signers. 
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Mr.  Brown.  If  I  could  address  that.  Your  question  hits  directly  at 
the  most  difficult  issue  that  we  had  to  resolve  in  preparing  the 
joint  statement.  There  clearly  is  a  tradeoff.  Savings  and  loans  can 
only  absorb  so  much  interest  rate  risk.  You  can  ask  them  to  have  a 
higher  proportion  of  their  portfolio  in  mortgages  if  those  mortgages 
are  more  volatile.  In  other  words,  they  could  have  80  or  90  percent 
of  their  portfolio  in  mortgages  if  they  were  free-floating  mortgages. 
If  they  are  fixed  rate  mortgages,  in  order  to  be  prudent  that  per- 
centage has  to  be  much  lower,  maybe  as  low  as  20  percent  or  even 
lower. 

So  recognizing  that  we  had  to  strike  a  balance,  our  feeling  was 
that  it  was  more  important  to  have  a  portfolio  requirement  that 
emphasized  the  quality  of  the  mortgages  in  terms  of  having  limits 
on  the  volatility  than  it  was  to  have  just  a  gross  mortgage  portfolio 
requirement  that  did  not  emphasize  restraints  on  rate  increases. 

And  the  reasons  for  that  were  really  twofold.  One  is  that  in 
having  a  portfolio  requirement  that  focuses  on  the  quality  of  the 
mortgages — in  other  words,  limiting  the  rate  increases — you  are 
guaranteeing  at  least  some  supply  of  mortgages  of  that  type.  I 
think  just  their  presence  in  the  market  will  prevent  the  type  of 
total  transition  to  the  more  volatile  ones  which  has  occurred  in 
places  like  Canada.  There  is  a  lot  of  peer  pressure  in  the  market, 
and  consumers  could  see  that  at  least  somewhere  at  some  time 
they  could  get  an  adjustable  rate  mortgage  with  safeguards. 

Mr.  ScHUMER.  It  is  kind  of  like  decontrol  on  gas  and  oil. 

Mr.  Brown.  It  is  going  to  put  pressure  on  other  lenders  in  the 
market  to  adopt  some  similar  standards  or  at  least  move  in  that 
direction. 

The  second  point  was  that  we  felt  that  it  is  very  important  to  be 
realistic.  You  have  to  recognize  that  savings  and  loans  are  not 
going  to  be  the  end-all  primary  source  of  mortgage  credit  in  the 
future  that  they  have  been  in  the  past.  The  mortgage  market  is 
changing.  The  secondary  market  is  growing.  The  pension  funds 
have  got  to  become  involved.  So  we  have  to  look  to  other  mortgage 
sources.  Therefore,  we  see  that  although  you  can  make  a  case  that 
if  the  savings  and  loans'  aggregate  mortgage  portfolio  falls  from  80 
percent  to  60  percent,  you  are  losing  mortgages;  that  probablv  will 
not  have  a  major  impact  on  the  overall  supply  factor.  So  we  shifted 
our  emphasis  to  the  quality  part,  in  other  words,  the  safeguard 
aspect. 

And  the  last  response  is  that  we  are  not  saying  that  savings  and 
loans  can  only  make  mortgages  with  these  safeguards.  We  are  just 
simply  saying  that  50  percent  of  their  portfolio  should  have  these 
safeguards.  They  would  be  perfectly  free  to  go  above  that. 

Mr.  ScHUMER.  Could  vou  do  some  kind  of  mathematical  balanc- 
ing? I  mean  a  two-thirds  float  is  50  percent,  and  a  three-quarters 
would  have  been  70  percent  or  any  of  these. 

If  I  could  again,  since  you  have  to  send  me  something  else,  if  you 
could  send  me  the  components  that  went  into  that,  I  would  appreci- 
ate it. 

Mr.  Brown.  I  would  be  glad  to. 

Mr.  ScHUMER.  What  about  the  other  proposal  which  is  probably 
off  the  wall,  but  I  figured  I  would  like  your  comments  or  Mr.  Sis- 
son's,  the  defenders  of  mothers-in-law.  [Laughter.] 
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Mr.  SissoN.  I  have  to  admit  that  I  never  thought  I  would  join  the 
banks  or  the  S.  &  L/s,  but  I  do  not  think  Sears  should  be — I  think 
Sears  should  be  selling  fertilizer  and  garden  tractors  and  blue  jeans 
instead  of  getting  into  the  hot  money  market.  And  I  think  that  one 
of  these  days  Chairman  St  Germain  and  all  of  you  are  going  to 
have  to  face  the  problems  of  the  money  funds  and  the  Sears  and  all 
of  these  people,  because  this  is  going  to  be  a  real  problem  for  our 
countiy  one  of  these  days. 

Mr.  ScHUMER.  Do  you  agree  with  that,  Mr.  Brown? 

Mr.  Brown.  We  have  not  really  taken  a  formal  position.  I  am 
speaking  as  an  individual  organization,  the  Ralph  Nader  organiza- 
tion as  opposed  to  the  full  coalition.  The  reason  the  coalition  did 
not  address  that  was  simply  that  the  legislation  deals  with  the  sav- 
ings and  loan  industry,  ana  we  felt  that 

Mr.  ScHUMER.  I  do  not  support  it  myself. 

Mr.  Brown.  We  saw  the  chairman's  concern  with  some  of  our 
proposals.  I  think  if  we  had  gone  that  further  step,  then  there 
would  have  been  even  more  concern  about  the  tactical  possibility  of 
the  proposals.  But  I  just  think  we  have  to  reserve  judgment  on 
that. 

Mr.  ScHUMER.  You  are  basically  in  collaboration  with  that,  Ms. 
Cincotta,  or  not?  And  I  know,  Mr.  Sloane,  it  is  not  your  area. 

Mr.  Sloane.  It  is  not  my  area  of  expertise. 

Ms.  Cincotta.  I  think  that  some  of  us  represent  different  con- 
stituencies. I  think  that  our  constituency  is  not  middle  class,  not 
necessarily  upwardly  mobile,  and  we  just  have  very  deep  concerns 
for  any  kind  of  renegotiable  mortgage,  what  Merrill  Ljnnch  is 
doing,  what  the  money  market  funds.  We  just  do  not  see  that  there 
is  going  to  be  an  industry  that  is  going  to  provide  housing  at  affor- 
dable cost. 

If  the  bill  that  was  offered  here  today  had  a  write-down  or  a  buy- 
down  plan,  we  would  have  supported  that  because  that  would  have 
led  directlv  to  some  immediate  aid  to  the  consumer  for  at  least  3 
years,  and.  hopefully  with  all  of  our  work,  interest  rates  would 
come  down. 

But  our  fear  is  with  all  of  the  stuff  that  has  been  going  on  with 
the  money  market,  everything,  there  is  not  going  to  be  a  place  for 
housing.  And  if  the  S.  &  L.'s — you  know,  when  you  go  and  talk  to 
them  in  their  office  and  they  say  we  are  going  to  write  insurance 
and  we  are  going  to  do  this,  and  unless  they  are  saved  for  what 
they  are  good  for,  they  are  good  for  mortgages.  We  support  that. 
We  have  supported  that  in  the  past.  We  have  told  them  that  pretty 
soon  there  is  not  going  to  be  anything  to  save.  It  will  be  like  saving 
a  bank  who  does  not  write  mor^ages  or  something. 

But  there  has  got  to  be  something  in  there  for  the  consumer,  and 
there  has  got  to  be  some  place  that  people  can  get  mortgages.  The 
S.  &  L.'s  right  up  to  this  point  seem  to  be  that  best  place.  And 
there  have  got  to  be  some  safeguards  on  the  adjustable  rate  mort^ 
gages.  It  just  does  not — people  cannot  cdford  it. 

Mr.  SissoN.  Mr.  Schumer,  just  to  go  back  a  minute,  I  remember, 
I  guess  it  was  almost  20  years  ago  when  American  Express  got  in 
the  salad  oil  business,  and  you  remember  what  happened  then. 

Mr.  Schumer.  That  20-year  period  seems  to  be  the  domain  of  my 
two  respective  chairmen,  so  I  will  ask  them  what  happened. 
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I  think  I  had  better  yield  back  the  rest  of  my  time.  [Laughter.] 

Chairman  Gonzalez.  Just  one  question  to  the  distinguished  gen- 
tleman from  New  York,  and  that  is,  did  I  hear  him  say  that  he  was 
in  favor  of  the  50-percent  mandate  or  proviso? 

Mr.  ScHUMER.  That  I  did  not  favor  it?  No.  I  was  just  trying  to 
understand  how  they  came  up  with  50  percent  and  a  two-thirds 
rate  rise  as  opposed  to  an  80  percent  and  a  full  rate  rise  or  a  20 
percent  and  a  quarter  rate  rise. 

But  just  one  other  point  that  I  would  mention  is  again  I  am  very 
worried  about  what  would  happen  in  a  conference.  I  mean  when 
you  see  the  stuff  that  they  want  to  throw  on  bills  over  there  it 
might  make  all  of  us  wish  we  had  not  done  any  of  this  unless  it  is 
handled  as  carefully  as  possible. 

Chairman  Gonzalez.  Well,  we  cannot  control  that.  But  the 
reason  I  was  asking  was  because  if  the  gentleman  had  signified  his 
opposition,  I  was  going  to  offer  a  trade  here.  We  would  not  send  a 
copy  of  this  transcript  to  your  mother-in-law.  [Laughter.] 

Mr.  Hoyer  has  indicated  he  does  not  have  any  questions,  but 
maybe  he  has  a  statement.  Certainly  we  would  recognize  you,  Mr. 
Hoyer. 

Mr.  Hoyer.  I  would  just  like  to  say  that  I  thought  the  statements 
were  excellent,  and  I  am  in  the  process  of  learning  about  all  of 
these  great  things.  I  am,  as  you  know,  new  to  the  Congress,  and  I 
am  not  an  expert  like  Mr.  Schumer  who  has  been  working  on  this 
pretty  hard. 

It  IS  obviously  a  tremendously  difficult  problem,  and  I  do  share 
Mr.  Schumer's  view.  We  have  two  bills  here,  two  major  bills.  They 
both  are  working  very  hard  to  try  to  come  up  with  something  that 
will  fly  on  both  sides,  because  we  saw  full  well  how  in  one  of  the 
first  major  pieces  of  legislation  I  voted  on,  the  regulators  bill,  that 
of  course  nothing  happened  on  that  side.  So  this  seems  to  be  my 
impression  of  why  we  are  working  from  somewhat  more  simplified 
terms. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  Mr.  Hoyer. 

Mr.  Wortley,  we  will  go  into  round  No.  2  here.  I  am  sure  you  are 
waiting  because  you  have  a  Question  to  foUowup. 

Mr.  Wortley.  Yes.  I  would  just  like  to  ask  Mr.  Sisson,  does  your 
union  pension  fund  have  any  money  invested  in  mortgages? 

Mr.  SissoN.  Unfortunately  or  fortunately  we  have  absolutely  no 
control  over  our  union  pension  fund.  It  is  run  entirely  by  American 
Telephone  &  Telegraph,  and  every  3  years  when  we  go  into  the  col- 
lective bcurgaining  posture  with  them  we  have  to  n^otiate  pension 
benefits  out  of  that  pension  fund.  No  one  from  CWA  sits  on  the 
board.  No  one  advises  them  about  where  they  should  invest  their 
money. 

Now,  that  may  change  in  later  years,  and  in  fact,  I  know  that 
there  is  supposedly  a  group  forming  at  the  AFL-CIO  to  discuss  the 
possibility  of  unions  like  the  carpenters,  who  have  a  large  pension 
fund,  putting  some  of  it  into  home  mortgages. 

Mr.  Wortley.  I  am  surprised  a  progressive  union  like  your  own 
does  not  have  some  sort  of  say  where  that  money  is  invested. 

Mr.  Sisson.  Well^ou  see,  the  pension  fund  started  way  back  in 
the  early  1900's.  CwA  only  came  around  right  after  the  Second 
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World  War,  and  by  that  time  it  was  so  large  and  concrete  we  did 
not  have  a  chance  to  get  in  on  it.  It  is  a  very  old  pension  fund,  and 
it  has  got  untold  billions  of  dollars  in  it. 

Mr.  WoRTLEY.  Maybe  we  should  defer  this  for  next  week  when 
we  have  another  witness  on  behalf  of  the  AFL-CIO,  but  do  you 
have  any  ideas,  any  thoughts  at  €dl  on  how  much  of  the  imion's 
pension  funds  are  invested  in  housing  in  this  country? 

Mr.  SissoN.  No,  I  do  not,  and  I  think  Henry  Schechter  is  the  one 
to  ask  that,  because  he  is  the  head  of  the  Housing  Department,  and 
he  will  know.  He  can  give  you  a  very  good  idea  of  how  much 
money  they  have  in  housing. 

Mr.  WoRTLEY.  Thank  you  very  much. 

I  vield  back  the  balance  of  my  time. 

Mr.  St  Germain.  The  answer  to  that  one,  George,  is  not  enough, 
much  too  little. 

Mr.  HoYER.  Would  the  gentleman  3rield? 

I  would  like  to  make  just  one  brief  observation  following  that 
question.  I  do  not  know  whether  the  gentleman  saw  it,  but  the 
State  of  Maryland  Employee  Pension  Fund  has  just  put  $20  million 
into  home  mortgages.  This  is  the  first  State  pension  fund,  as  I  un- 
derstand it,  in  the  United  States  to  have  taken  such  action  and 
perhaps  it  will  be  a  forerunner  for  many  States  to  follow. 

Mr.  WoRTLEY.  A  progressive  State,  of  course. 

Mr.  HoYER.  Of  course. 

Chairman  Gonzalez.  Let  me  add  something  to  that.  A  whole 
year  ago  I  had  advanced  a  suggestion  and  found  reception  from 
California.  A  fellow  Congressman  brought  in  two  very  eminent  ex- 

E^rts,  one  a  State  assemblyman  from  California  and  the  other  a 
wyer  expert  in  the  investment  area.  And  at  that  time  the  prob- 
lem was  that  in  order  to  draw  in  pension  fund  source  money  into 
such  things  as  mortgages  where  vou  would  have  some  opportimity 
to  legally  do  so  for  periods  beyond  say  5  years,  even  as  short  as  7  or 
7%  years,  they  had  to  first  seek  an  amendment  in  California  law 
soon  to  make  it  possible  to  tap  that  source.  They  were  successful  in 
obtaining  this  change. 

By  the  time  we  went  on  the  subcommittee  visit  in  January,  the 
first  week  of  January  this  year,  there  were  better  than  $2  billion 
that  had  been  grown  into  that  t3rpe  of  investment  from  this  source 
nationallv  since — it  will  be  2  years — well,  it  was  right  before  the 
Carter  administration  went  out. 

The  AFL-CIO  construction  labor  unions  met,  and  I  met  with  Sec- 
retary Marshall  in  order  to  seek  administrative  changes  that  would 
allow  some  diversion  of  those  funds,  and  they  did.  We  did  obtain  it 
to  the  extent  we  could.  The  big  question,  and  I  think  it  is  still  a 
question,  is  to  what  extent  we  would  have  to  have  some  statutory 
enactment — I  think  that  is  the  remaininR  question — in  order  to 
trigger.  And  we  also  have  to  provide  a  mechanism  whereby  we  can 
draw  this  source,  which  I  think  is  a  tremendous  area,  and  utilize  it 
in  this  particular  area  with  the  observation  of  the  protective  laws 
in  vour  long-term  mortgage. 

And  we  thought  that  we  could  have  a  revival  of  some  features  of 
FHA  mechanism  to  harness  it  in  in  tandem  with  some  statutory 
changes  that  would  allow  short-term  extension  of  short-term  provi- 
sos. 


Digitized  by  VjOOQ IC 


1030 

So  I  do  want  to  say  that  this  is  an  area.  I  think  California  was 
the  first  State  that  really  went  in  heavily,  but  Maryland  also  has 
pioneered.  So  I  thought  I  would  add  that  for  the  record. 

Mr.  WoRTLEY.  Mr.  Chairman,  before  we  conclude  the  discussion 
could  we  just  correct  the  record?  I  think  it  ws  Mr.  Sisson  who  was 
referring  to  American  Express  being  involved  in  a  rather  exotic  in- 
vestment scheme.  I  would  not  want  to  damage  American  Express, 
but  I  do  not  think  it  was  American  Express  that  you  are  referring 
to.  Was  it  not  in  fact  Atlantic  Express  rather  than  American  Ex- 
press? 

Mr.  SissoN.  No,  Mr.  Wortley.  I  was  working  on  Wall  Street  at 
the  time  when  the  salad  oil  scandal  broke,  and  it  was  the  Ameri- 
can Express  Co.,  because  everybody  was  wondering  how  come  a 
credit  card  company  was  getting  involved  in  bu3ring  all  of  the  salad 
oil  over  in  New  Jersey,  and  the  tanks  were  empty. 

Mr.  Wortley.  It  was  American  Express? 

Mr.  SissoN.  Yes,  sir. 

Chairman  Gonzalez.  Mr.  St  Germain. 

Mr.  St  Germain.  May  I  make  an  observation  with  respect  to  the 
pension  funds? 

George,  I  do  not  know  if  your  staff  had  an  opportunity  to  bring 
to  your  attention  the  questionnaire  from  the  homebuilders.  Did  you 
happen  to  glance  at  that? 

Mr.  Wortley.  Yes,  I  did. 

Mr.  St  Germain.  And  you  will  notice  there  were  a  couple  of 
questions  there:  Would  you  support  statutory  changes  that  would 
allow  or  would  assist  pension  fund  money  to  be  invested  in  hous- 
ing, and  do  you  support  regulatory  changes?  So  there  is  a  require- 
ment for  both  regulatory  and  statutory  changes  in  various  areas. 

You  know  the  prudent  man  rule  and  things  like  that.  I  think 
labor  has  jurisdiction,  the  Department  of  Labor,  that  some  regula- 
tory change  had  to  be  made  there,  and 

Mr.  Wortley.  I  replied  affirmatively  on  both  of  those  questions. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman.  And  I  would  like  to 
thank  the  panel  for  a  very  stimulating  and  very  valuable  exchange 
as  well  as  their  testimony  and  their  submissions. 

Chairman  Gonzalez.  Mr.  Hoyer,  I  think  you  indicated  you  either 
had  a  question  or  not? 

Mr.  Hoyer.  No,  Mr.  Chairman. 

Chairman  Gonzalez.  Well,  if  there  are  no  further  questions,  I 
would  join  the  full  committee  chairman  in  thanking  the  panelists 
for  a  very  fruitful  contribution,  and  always  coming  from  the 
people — I  call  it  the  cutting  edge — it  is  most  helpful. 

We  thank  you,  and  we  will  hope  to  continue  a  communication 
and  dialog  with  you.  Thank  you  again. 

The  subcommittee  will  stand  in  adjournment  until  Tuesday 
next— I  think  that  is  March  23 — at  9:30  a.m. 

[Whereupon,  at  4:20  p.m.,  the  hearing  was  adjourned,  to  be  re- 
convened at  9:30  a.m.,  Tuesday,  March  23,  1982.] . 
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HOUSING  AND  URBAN-RURAL  RECOVERY  ACT 

OF  1982 


TUESDAY,  MARCH  23,  1982 

House  of  Representatives, 

Committee  on  Banking,  Finance  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Community  Development, 

Washington,  D,  C. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
2220,  Raybum  House  Office  Building;  Hon.  Henry  B.  Gonzalez 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Gonzalez,  St  Germain  LaFalce,  Vento, 
Mitchell,  Schumer,  Frank,  Stanton,  Evans,  Wortley,  Carman,  and 
Lowery. 

Also  present:  Congressman  Frederick  W.  Richmond. 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order. 

Mr.  Mitchell,  thank  you  very  much  for  your  presence. 

The  subcommittee  will  continue  the  hearings  initiated  last  week. 

I  am  delighted  that  we  have  the  commissioner  of  housing  and 
community  renewal  of  the  great  State  of  New  York  as  our  leadoff 
witness,  and  I  am  going  to  ask  our  distinguished  New  York  col- 
league, Mr.  LaFalce,  to  introduce  him. 

Mr.  LaFalce.  We  say  good  things  both  about  the  city  of  New 
York  and  the  State  of  New  York.  It  is  just  that  we  say  better 
things  about  upstate  than  downstate. 

It  is  a  real  pleasure  to  have  Mr.  Berman  here.  He  has  been  com- 
missioner for  little  over  1  year  now,  and  has  developed  an  out- 
standing reputation  during  that  period  of  time,  and  I  don't  think 
we  have  to  be  long-winded  or  flowery  about  it.  I  think  we  should 
hear  from  Mr.  Berman  and  his  assistant,  so  why  don't  we  do  that, 
Mr.  Chairman? 

Chairman  Gonzalez.  That  is  fine,  except  for  the  fact  that  I  no- 
ticed that  Congressman  Richmond  is  present  and  I  gather  that  Mr. 
Berman  might  be  his  constituent. 

May  I  ask  where  you  do  vote,  Mr.  Berman? 

Mr.  Berbaan.  As  long  as  you  don't  ask  me  how  I  vote. 

Mr.  LaFalce.  As  long  as  you  don't  live  in  New  Jersey. 

Mr.  Berman.  I  live  in  Westchester. 

Mr.  LaFalce.  That  would  be  Mr.  Ottinger's  or  Mr.  Peyser's  dis- 
trict? 

Mr.  Berman.  Mr.  Ottinger. 

Chairman  Gonzalez.  Sam  Stratton's  old  district? 

Mr.  Berman.  No. 
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Chairman  Gonzalez.  Well,  we  are  very  honored  to  have  our  col- 
league, Mr.  Richmond.  I  know  that  Fred  isn't  a  member  of  the 
committee,  but  I  have  always  found  him  to  be  so  responsive  to  our 
needs.  It  is  a  pleasure. 

Mr.  LaFalce.  I  think  we  can  give  Mr.  Richmond  a  better  intro- 
duction than  that.  He  is  also  well  known  as  Mayor  Koch's  chief  ad- 
viser on  rural  America.  [General  laughter.] 

Chairman  Gonzalez.  That  is  very  important. 

Mr.  Richmond.  Mr.  Chairman,  I  just  stopped  in  this  morning  to 
help  welcome  Mr.  Berman,  who  I  consider  to  be  among  the  finest 
executives  we  have  in  New  York  State.  Every  job  that  Mr.  Berman 
has  ever  handled,  he  has  handled  beautifully.  I  am  proud  to  have 
him  as  one  of  our  State  officials,  and  I  am  proud  to  welcome  him. 

Chairman  Gonzalez.  Thank  you  very,  very  much. 

Mr.  Richmond.  He  is  also  my  friend. 

Chairman  Gonzalez.  Now  we  have  Mr.  Wortley.  What  happened 
to  you?  You  didn't  get  into  a  redistricting  fight,  did  you?  [General 
laughter.] 

Mr.  Wortley.  Someone  was  twisting  my  arm. 

Chairman  Gonzalez.  Well,  if  President  Johnson  were  around,  I 
wouldn't  even  ask,  but  that  is  something.  It  must  have  been  Stock- 
man. [General  laughter.] 

If  you  have  a  statement,  we  certainly  recognize  you,  Mr.  Wort- 
ley, for  any  purpose. 

Mr.  Wortley.  I  have  no  statement.  I  welcome  Mr.  Berman.  It  is 
nice  to  have  authorities  from  New  York  City  come  down  and 
straighten  out  Washington,  D.C. 

Chairman  Gonzalez.  Well,  £dl  right. 

Well,  Mr.  Berman,  you  may  proceed  as  you  see  fit.  We  want  to 
thank  you  for  your  prepared  statement  that  we  have  had  ample 
time  to  examine.  We  are  always  very  grateful  for  that.  If  you  wish 
to  offer  the  prepared  text  for  the  record,  we  can  proceed  and  then 
you  may  summarize  it;  it  is  your  choice. 

STATEMENT  OF  HON.  RICHARD  A.  BERMAN,  COMMISSIONER  OF 
HOUSING  AND  COMMUNITY  RENEWAL,  NEW  YORK  STATE,  AC- 
COMPANIED BY  SYDELLE  KNEPPER,  ASSISTANT  COMMISSION- 
ER FOR  DEVELOPMENT 

Mr.  Berman.  Mr.  Chairman  and  distinguished  members  and 
friends  from  New  York,  one  is,  I  want  to  thank  you  for  having  me 
here,  and  No.  2  is,  I  would  like  to  introduce  my  coworker,  Sydelle 
Knepper,  who  is  the  assistant  commissioner  for  development  for 
the  Division  of  Housing. 

Then,  what  I  would  like  to  do  is  submit  the  text  for  the  record, 
and  just  try  to  highlight  a  couple  of  areas  before  I  do  what  is  prob- 
ably more  meaningful  for  you,  which  is  to  take  your  questions. 

Qiairman  Gonzalez.  Without  objection,  so  onlered. 

Mr.  Berman.  Let  me  begin  by  sa3ring  it  is  a  real  pleasure  to  be 
here  to  comment  specifically  on  your  housing  plan,  H.R.  5731,  and 
on  behalf  of  Governor  Carey  and  the  people  of  New  York.  We  hope 
that  some  of  our  comments  will  be  helpful  to  you  as  you  continue 
to  promote  legislation  which  meets  the  needs  of  millions  of  New 
Yorkers. 
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I  would  also  like  to  specially  thank  colleagues  from  New  York 
for  their  welcome  and  their  continued  support  for  both  me  person- 
ally and  the  work  that  needs  to  be  done.  They  have  been  doing  so 
well  here  in  keeping  the  issues  of  both  health  and  housing  on  top 
oi  tiie  national  agenda,  and  especially  Congressman  Mitchell,  who 
quickly  will  see  mat  we  have  lifted  a  lot  of  his  material.  It  is  not 
easy  for  you  Congressmen  to  continue  your  efforts  to  keep  housing 
on  top,  so  we  hope  we  will  give  you  some  more  facts  and  some  more 
issues  to  support  you. 

We  from  New  York  want  to  recognize  you  for  taking  a  very  diffi- 
cult task  in  a  very  difficult  environment,  and  keeping  housing  on 
the  agenda,  and  more  importantly,  a  problem  that  has  to  be  dfealt 
with.  It  is  probably  even  more  difficult  because  there  is  no  Federal 
housing  pmicy.  There  has  not  been  an  articulation  of  a  national 
housing  policy  or  strategy,  and  therefore  it  is  hard  to  measure  how 
well  you  are  progressing,  or  if  any  particular  proposal  gets  you 
closer  or  further  from  your  goal. 

What  I  would  like  to  say  is  that,  there  are  clearly  the  social  and 
important  human  issues  of  housing,  but  I  also  want  to  reiterate  the 
fact  that  if  you  look  at  the  history,  there  has  never  been  a  time 
that  we  have  had  a  healthy  economy  in  this  country  back  as  far  as 
1900  where  we  have  not  nad  at  the  same  time  a  healthy  housing 
construction  industry.  It  is  not  unusual  that  strong  housing  pro- 
grams have  been  used  as  the  stimulation  or  the  lynchpin  in  eco- 
nomic recovery. 

So,  I  would  urge  you  to  not  only  let  housing  be  seen  as  the  im- 
portant issue  which  it  is,  but  also  as  part  of  any  economic  stimula- 
tion package. 

I  hiave  taken  the  liberty,  and  it  has  probably  been  a  bit  presump- 
tions to  describe  what  I  think  a  housing  goal  ought  to  be,  and  I 
want  to  state  it  so  that  you  know  the  backdrop  from  which  I  am 
trying  to  evaluate  the  different  proposals  and  to  make  recommen- 
dations. 

It  seems  to  me  our  national  housing  polipy  ought  to  be  to  assure 
safe,  suitable,  and  affordable  housing  m  viable  communities  with 
equal  access  for  all.  I  don't  want  to  dwell  on  it,  but  if  you  look  at 
the  three  mcgor  issues,  and  I  have  provided  them  in  the  text,  you 
will  see  that  we  have  a  lack  of  affordable  housing,  a  lack  of  ade- 
quate, suitable  housing,  and  a  lack  of  equal  access  to  housing. 

This  problem  is  at  a  crisis  level.  The  problem  is  not  isolated  in 
our  inner  cities.  It  is  not  restricted  to  our  suburbs.  It  applies  to 
rural  New  York  as  well.  The  nature  and  the  degree  of  the  problem 
has  now  reached  magnitudes  that  if  they  occurred  in  any  other 
sector  of  the  economy  we  would  have  taken  immediate  emergency 
action  to  try  to  put  our  thumb  in  the  dike,  if  nothing  else. 

When  you  find  that  the  number  of  homeless  in  the  State  of  New 
York  has  been  estimated  by  some  to  be  as  high  as  the  entire  popu- 
lation of  Santa  Fe,  when  you  find  that  there  are  over  6  million 
people  nationally  who  are  living  in  what  has  already  been  identi- 
fied bjr  HUD  to  be  substandard  housing,  and  another  2  million 
living  in  overcrowded  conditions,  when  you  find  that  71  percent  of 
the  elderly  in  New  York  City  pay  more  than  25  percent  of  their 
income  for  rent,  no  matter  what  indicators  you  go  to,  the  severity 
of  the  problem,  the  nature  of  the  problem  is  clear. 
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And  so,  rather  than  dwell  on  that,  what  I  would  like  to  do  is  to 
propose  four  strategies  for  improvement.  The  first  is  to  provide  fi- 
nancial assistance  to  those  who  cannot  afford  suitable  housing.  The 
second  is  to  provide  for  national  incentives  for  the  private  sector  to 
increase  supply  in  order  to  provide  housing  for  those  who  cannot 
secure  it  in  the  pure  market  economy. 

The  third  is  to  strengthen  and  revitalize  our  neighborhoods  and 
renew  investment  in  communities,  and  the  fourth  is  to  establish 
programs  to  assure  equal  opportunity  and  accessibility  for  particu- 
larly minorities. 

What  I  have  then  tried  to  do,  and  I  will  ask  you  to  go  to  page  7 
in  the  prepared  remarks,  was  to  begin  to  compare  the  administra- 
tion's proposals  and  your  proposals  in  each  of  these  four  strategy 
areas. 

The  first  is  to  provide  for  national  assistance  to  keep  housing  af- 
fordable. The  bottom  line,  as  you  look  at  page  7,  is  clear,  that 
people  without  money  need  to  be  housed  and  they  can't  do  it  with- 
out money.  Rhetoric  will  not  substitute  for  money.  Turning  our 
back  on  the  situation  or  reducing  its  financing  does  not  solve  it.  As 
you  look  down  here,  what  you  see  is,  again,  not  solving  the  problem 
or  a  failure  to  solve  the  problem  in  the  President's  proposals,  and  a 
much  more  healthy  direction  in  terms  of  H.R.  5731. 

I  would  offer  three  additional  recommendations  to  you.  The  first 
is  on  the  emergency  mortgage  relief  program  I  think  you  will  do 
better  to  have  the  States  target  the  funds  in  a  bit  more  of  an  effort 
than  we  currently  have  with  HUD  targeting  the  funds.  I  think 
your  State  people  can  have  a  sense  and  do  have  a  sense  of  where 
the  needs  are.  We  are  working  with  neighborhood  conservation 
groups.  It  is  as  important  a  program  for  upstate  as  it  is  in  our  situ- 
ation, as  it  is  for  the  suburbs,  as  it  is  for  the  central  cities,  and  I 
think  the  States  are  in  the  best  position  to  make  that  determina- 
tion, not  to  fund  the  program,  but  to  make  the  allocation  decisions. 

Again,  on  the  section  8  existing  program,  the  State  set-aside,  I 
think,  is  a  crucial  element  for  the  nonentitled  communities.  We 
have  a  situation  where  if  you  are  a  non-entitled  community,  even 
though  we  administer  the  program  and  find  a  subcontractor  in  the 
local  area  to  actually  administer  the  program,  the  State  has  very 
little,  if  any,  input  into  the  priorities  for  that  funding  within  the 
State. 

So,  as  a  State  policy,  we  would  want  to  assure  that  as  much  of 
the  need  is  met  in  rural  areas,  in  suburbia,  in  central  cities,  and 
we  all  look  to  a  balance.  We  do  not  have  input  in  the  current  exist- 
ing section  8. 

We  would  also  urge  this  committee  to  try  to  do  a  bit  more  with 
the  welfare  rent  subsidies  and  the  relationship  between  HUD  and 
HHS.  It  is  clear  to  me  that  when  the  largest  subsidy  program  that 
is  run  in  terms  of  housing  is  through  welfare  rent,  and  in  terms  of 
assuring  that  those  people  are  living  in  standard  housing  and  in 
the  area  of  priority  and  in  the  area  of  availability,  it  turns  out  to 
be  an  important  and  crucial  area  which  I  think  the  States  could 
help.  I  also  think  the  Housing  Subcommittee  should  have  a  large 
influence  over  funding  because  it  is  too  basic  an  issue  for  it  to  be 
considered  strictly  as  part  of  the  HHS  budget. 
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Let  me  move  on  to  strategy  two,  which  again  was  to  provide  fi- 
nancial incentives  to  increase  supply  and  availability.  There  is  no 
question,  again  from  even  the  HUD  statistics,  of  the  inadequacy  of 
the  current  supply.  What  you  see  here  are  either  blunt  or  disguised 
measures  which  would  dry  up  sources  of  capital  for  housing.  I  want 
to  reiterate  that  in  the  best  of  times,  in  the  fifties,  we  had  a 
healthy  economy,  we  had  low  unemployment,  we  had  interest  rates 
below  6  percent,  and  yet  there  were  communities  where  the  private 
housing  industry  did  not  enter. 

New  York  State  had  to  develop  the  Mitchell-Lama  program  for 
moderate  income  people.  New  York  State  had  to  develop  progrcuns 
for  the  aged,  for  rural  Americans  and  Indians.  These  are  the 
groups  of  people  usually  left  out  of  the  marketplace.  So  for  those  of 
you  counting  on  the  turn  in  the  economy  to  solve  the  problem,  I 
don't  think  any  of  you  have  talked  about  unemployment  at  the 
rates  they  were  in  the  fifties  or  interest  rates  as  they  were  in  the 
fifties.  At  that  time,  we  had  big  gaps,  so  the  dr3ring  up  of  the  capi- 
tal market  is  a  poor  strategy  for  housing  and  for  economic  recov- 
ery. Mr.  Chairman,  your  approach  is  much  more  healthy. 

Let  me  again  try  to,  in  a  quick  and  succinct  way,  offer  several 
suggestions  or  at  least  areas  for  consideration.  Ajgain,  on  the  312 
program,  I  think  it  is  worthy  to  consider  the  sliding  interest  rate, 
the  targeting  of  funds  and  tighter  administrative  controls  because 
there  has  been  some  problem  with  defaults,  as  I  understand  it. 

More  importantly,  on  the  312  program,  it  seemed  to  me  that  we 
have  an  opportunity  to  make  some  real  impact  with  this  program. 
It  is  a  desirable  program.  It  will  probably  fit  upstate  much  better 
than  some  of  our  city  areas,  and  again,  we  have  been  working  with 
those  areas.  We  know  from  our  neighborhood  preservation  pro- 
grams and  some  of  our  other  work  how  it  can  be  done. 

The  same  with  housing  for  elderly,  the  section  202  program;  obvi- 
ously, it  needs  to  be  strengthened.  I  would  suggest  that  when  we 
look  at  the  data  on  the  elderly,  additional  investment  in  that  pro- 
gram is  probably  worthy,  and  we  also  favor  the  use  of  flexible  sub- 
sidy funds,  obviously  both  for  federally  and  nonfederally  insured 
projects.  That  is  a  little  parochial,  but  if  you  think  you  have  prob- 
lems with  your  federally  insured,  let  me  reassure  you  that  we  also 
have  problems  with  the  programs  not  federally  insured  in  New 
York. 

Our  236  portfolio  last  year  cost  the  State,  in  debt  service  pay- 
ments and  others,  about  $200  million. 

So,  again,  I  understand  the  need  for  that  program.  I  would  urge 
that  rather  than  exchanging  Federal  for  State  dollars,  to  use  the 
money  for  new  programs  and  more  housing. 

The  third  is  to  revitalize  our  neighborhoods  and  community  re- 
newal. I  think  all  of  us,  when  we  sit  back  and  don't  think  of  our- 
selves in  the  business  of  assisting  housing,  and  think  about  how 
each  of  us  goes  about  making  our  own  housing  decisions,  we  are 
willing  to  make  a  lot  of  compromises  in  the  shape  of  house,  size  of 
house,  the  insides  of  a  house,  even  the  exterior  of  a  house.  But  the 
first  thing  we  shop  for  is  neighborhoods,  and  important  support 
services  such  as  schools  and  convenience  of  commercial  areas.  Revi- 
talizing a  lot  of  our  communities  is  such  an  integral  part  of  hous- 
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ing  that  it  seems  to  me  it  is  crucial  that  we  keep  our  emphasis  in 
that  area  and  not  abandon  it. 

We  obviously  are  supportive  of  the  efforts  some  of  our  colleag[ue8 
and  you  have  made  in  terms  of  what  I  call  the  UDAG  for  housing. 
We  are  very  concerned  about  the  elimination  of  the  low  and  mod- 
erate income  family  language  and  some  of  the  accounting  and  rec- 
ordkeeping that  was  proposed  by  the  administration.  I  know  that 
you  have  worked  hard  in  trying  to  reach  some  agreement  with  the 
Secretary,  but  I  think  it  is  worth  considering  three  other  areas. 

One  is  that  as  we  talk  about  CDGB.  It  seems  to  me  it  is  worth- 
while for  Congress  to  either  ask  or  require  that  the  States  earmark 
an  amount  for  rural,  suburban,  and  inner-city.  The  problems  of 
rural  New  York  cities,  villages,  or  towns  are  slightly  different  from 
those  in  the  inner  city,  but  yet  the  infrastructure  in  the  rural 
areas,  whether  it  is  water,  sewer,  or  whether  it  is  basic  highways 
and  street  lights,  whether  it  is  curbs  and  gutters,  is  as  crucial  to 
making  those  places  proper  places  to  live  as  some  of  our  inner-city 
areas. 

Right  now,  ifyou  are  not  an  entitlement  city,  the  relationships 
are  all  with  HUD,  and  it  makes  no  sense.  The  other  choice  is  better 
coordination  between  HUD  and  Farmers  Home.  There  are  a  lot  of 
exciting  Farmers  Home  programs  which  you  have  restored  in  your 
bill.  I  can't  emphasize  enough  how  important  the  515  rental  assist- 
ance portion  of  the  bill  is.  We  have  developers  ready  to  go  in  rui^ 
New  York,  willing  to  build  primarily  for  our  elderly,  projects  under 
50  units,  and  with  the  fixed  incomes  of  the  elderly,  we  are  not  able 
to  make  housing  financially  feasible,  and  therefore  it  is  not  being 
buUt. 

The  problems  between  HUD  and  Farmers  Home  on  farm  labor  is 
a  crucial  problem.  We  are  getting  into  these  sorts  of  things  because 

{rou  can't  build  housing  for  seasonal  workers.  There  is  no  financial 
lability  in  3  months*  occupancy.  Therefore  you  can  only  build  sea- 
sonal worker  housing  if  it  is  occupied  12  months  a  year.  That  type 
of  catch-22 — I  don't  even  want  to  call  it  catch-22,  because  there  are 
no  double  digits  in  it,  but  catch-1  doesn't  make  any  sense. 

If  we  are  interested  in  building  substantial,  adequate  housing  for 
our  farm  workers  and  for  our  seasonal  workers,  then  you  have  to 
do  it  on  those  terms,  and  it  seems  to  me  that  they  have  put  up  ar- 
bitrary roadblocks  to  assure  that  the  funding  wUl  never  be  used. 

Obviously,  on  the  block  grant,  I  think  the  neighborhood  strate^ 
areas  requirements  of  citizen  participation  have  added  to  the  value, 
and  not  depleted  the  value. 

The  fourth  area,  which  I  will  not  dwell  on  too  long,  is  the  protec- 
tion of  rights  of  equal  access  in  our  minority  areas.  It  is  clear  to  me 
and  it  is  clear  if  you  look  at  the  earlier  part  of  the  testimony  that 
discrimination  still  exists  and  persists.  We  must  provide  a  mecha- 
nism to  enforce  fair  housing  and  to  insure  that  minorities  get  their 
share  of  any  public  funds. 

I  am  hopeful  that  maybe  you  will  resurrect  some  of  the  legisla- 
tion in  H.R.  5200  that  passed  this  House  and  make  it  part  of  your 
bill.  But  again,  I  understand  the  need  perhaps  to  attack  each  of 
these  strategies  separately.  I  would  just  ask  that  you  do  attack  it. 

There  are  three  other  issues  which  I  dealt  with  here  in  the  paper 
that  deal  with  rent  control  and  the  voucher  program  along  with 
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public  housing,  but  I  will  hold  those,  and  see  if  there  are  questions 
about  it. 

We  in  New  York  understand  the  need  for  fiscal  restraint  as  well 
as  fiscal  responsibility.  We  are  not  down  here  pretending  there  is  a 
well  that  is  endless.  We  know  that  scarce  resources  have  to  be  bal- 
anced with  prudence  and  compassion.  New  York  was  able  to  avoid 
financial  disaster  and  redesign  its  fiscal  plan  in  line  with  fiscal  re- 
alities. This  was  done  equitably,  without  placing  our  most  vulner- 
able residents  in  jeopardy. 

If  we  are  to  assure  our  Nation's  economic  health,  then  this  ad- 
ministration, like  the  New  York  State  administration,  must  move 
housing  and  community  development  issues  up  on  its  agenda.  New 
Federalism  is  not  the  answer.  As  the  Governor  said  in  the  first 
year  of  the  President's  proposal.  New  Federalism  means  that  New 
York  State's  local  governments  would  have  to  absorb  about  $1  bil- 
lion of  withdrawal  of  Federal  money. 

The  housing  needs  of  our  citizens  will  not  disappear  because  we 
ignore  them  or  stop  funding  them.  Rhetoric  won't  solve  this  prob- 
lem. Only  money  can  do  that.  The  development  of  a  long-range 
housing  policy  requires  the  commitment  and  assurance  of  future 
funds.  We  cannot  ask  our  brothers  in  the  private  sector  to  enter 
into  this  partnership  of  long-term  financial  relationship  when  gov- 
ernment shows  no  interest  in  making  such  a  commitment  on  its 
own.  The  Federal  Government  has  a  long  history  of  acknowledging 
its  responsibility  in  housing.  I  am  very  encouraged  that  this  sub- 
committee, under  your  leadership,  Mr.  Chairman,  is  determined  to 
maintain  this  national  commitment,  and  I  thank  you. 

(The  prepared  statement  of  Mr.  Berman  follows:] 
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Subcomnlttee  on  Housing  and  Comnunlty  Development 
U.S.  House  of  Representatives 
Washington,  D.C. 


Chairman  Gonzalez  and  distinguished  members  of  the 
Subcommittee,  I  am  pleased  to  be  here  today  to  comment 
on  the  housing  plan  offered  by  the  Administration  and 
H.R.  5731  proposed  by  members  of  this  subcommittee. 

On  behalf  of  Governor  Carey  and  the  people  of  New 
York  State,  I  thank  you  for  this  opportunity.   I  hope 
our  analysis  will  be  helpful  as  you  work  to  enact 
legislation  needed  to  meet  the  housing  needs  of  millions 
of  Americans. 

Our  national  bousing  program  must  be  responsible, 
equitable  and  effective;  it  must  contain  provisions 
necessary  to  make  the  economy  sound  once  again.  The  plan 
(H.R.  5731)  devised  by  you,  Mr.  Chairman,  with  the  help 
of  your  colleagues  from  the  New  York  delegation,  is  an 
Important  first  step  in  a  successful  attack  on  our 
housing  crisis. 


Digitized  by  VjOOQ IC 


1039 


NEW  YORK  STATE 
DIVISION  OF 
HOUSOIG  AND 
COMMUNITY 
RENEWAL 


I  believe  there  is  a  need  for  the  federal  goveniMent 
to  articulate  and  promote  a  national  housing  goal. 
Central  to  the  goal  is  a  set  of  niniiman  basic  strategies 
needed  to  achieve  it. 

In  the  absence  of  a  coherent  housing  program  formed 
by  the  Executive  branch,  I  will  offer  my  view  of  what  the 
Federal  housing  goal  should  be  as  well  as  the  strategies 
that  would  serve  as  the  framework  for  meeting  the  housing 
goal.   In  addition  to  the  obvious  social  benefits,  the 
by-product  of  this  approach  is  a  spur  to  general  economic 
recovery  through  stimulation  of  the  housing  construction 
industry. 

A  healthy  housing  construction  industry  benefits 
everybody  by  creating  jobs  in  its  own  sphere  as  well  as 
in  allied  industries.   It  contributes  significantly  to 
the  health  of  the  economy  and  would  help  rescue  our 
beleaguered  saving  and  loan  institutions  from  financial 
ruin.   Stimulation  of  the  housing  industry  has  proved  to 
be  the  lynchpin  of  economic  recovery  during  past  periods 
of  recession. 

National  Bousing  Policy 

Goal:  To  assure  safe,  suitable,  affordable  housing 
in  viable  eosnunities  with  equal  access  for  all. 

I  do  not  need  to  dwell  on  the  gap  between  the  goal 
and  reality.  However,  I  think  it  is  useful  to  discuss 
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briefly  the  aajor  areas  of  need: 

o  Laek  of  affordable  bQualog. 

o  Lack  of  adequate  suitable  aupplj. 

o  Lack  of  ftftual  acceflfl  to  bouelpt. 

1.  Lack  of  affordable  bousing  is  a  problem  in  cities 
and  rural  areas,  particularly  for  tbose  witb  lov- 
to-BOderate  incoows. 
o  Tbe  average  cost  of  a  new  borne  increased  draaatic- 

ally  in  tbe  last  decade  —  in  1970  acre  tban 
balf  tbe  population  could  afford  tbe  median 
priced  new  bone  —  by  1979  less  tban  15%. 
o  72%  of  all  New  York  City  families  live  in 
rental  bousing;  of  tbat  group: 

-  31%  pay  more  tban  40%  of  income  on  rent. 

-  1  out  of  every  5  bad  income  below  tbe  poverty 
level. 

o  Rural  New  York  bas  a  growing  number  of  elderly 

on  fixed- retirement  income, 
o  In  1970  HUD  estimated  tbat  over  300,000  low- 

and  moderate- income  bousebolds  were  paying 

burdensome  rent-to- income  ratios.  Today  tbe 

problem  bas  worsened. 

2.  Lack  of  adequate  supply  of  suitable  bousing  is 
a  problem  in  urban,  suburban  and  rural  areas; 
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and  for  special  populations  such  as  the  elderly, 

disabled,  single-parent  families,  the  "homeless". 

o  In  1978  HDD  estimated  that  6  million  families 
live  in  substandard  housing  and  another  2 
million  families  live  in  crowded  housing  units. 

o  In  1970  HOD  estimated  a  need  for  2  million 
new  units  each  year  to  meet  demand.  In  the 
last  decade,  the  goal  was  met  in  4  years  only. 

o  In  1970  HUD  estimated  that  650,000  New  York 
State  households  were  substandard. 

o  In  New  York  City  alone  79,000  occupied 

rental  units  are  classified  as  dilapidated. 

o  2.7  million  rural  New  Yorkers  live  in  15%  of 
the  State's  housing  stock;  more  than  half 
built  prior  to  1939.  Much  of  it  is  located 
in  areas  with  inadequate  water  and  sewer 
service. 

o  In  New  York  City  71%  of  elderly  pay  more  than 
25%  income  for  rent. 

o  Some  estimates  of  the  total  number  of  "homeless" 
in  New  York  State  are  as  high  as  the  total 
population  of  Santa  Fe,  New  Mexico. 
3.  Lack  of  equal  access  to  housing  persists  because 

of  discrimination  in  the  sale  and  rental  of 

housing;  minorities  are  discriminated  against  by 
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banks  and  other  lending  institutions  and  do  not 

have  equal  opportunity  to  participate  in  prograas 

and  share  resources. 

o  In  1978  HUD  survey  on  discrimination  patterns 
found  that  housing  discrimination  still  persists. 

o  Numerous  studies  have  documented  discrimination 
in  access  to  financial  resources  to  purchase 
or  improve  housing. 

o  The  declining  population  and  increasing  con- 
centration of  minorities,  the  poor  and  elderly 
in  core  cities  leads  to  an  absolute  decline 
in  available  real  resources. 

o  The  high  cost  of  housing  raises  additional 
barriers  to  minorities'  access  to  suburban 
living. 

o  Suburban  communities  continue  to  resist  the 
location  of  subsidized  family  housing  projects 
in  their  neighborhoods,  restricting  access  to 
subsidized  housing.  Only  a  limited  number  of 
blacks  benefit  from  housing  assistance  pro- 
grams in  suburban  coonunities. 

o  Redlining,  continuing  abandonment  and  dis- 
investment in  low-income  areas  and  other 
practices  have  a  disproportionate  effect  on 
minorities. 
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What  follows  l8  m  cooparlson  of  the  provisions  In 
the  AdDinistratioii*8  plan  and  those  In  H.R.  5731  against 
the  foiir  basic  strategies.  By  Juxtaposing  the  strategies 
with  the  two  proposals,  one  can  evaluate  more  clearly 
which  approach  best  meets  our  goal. 

Pour  Strategies  for  Improvement 

I  believe  the  following  four  strategies  are  con- 
sistent and  necessary  to  achieve  the  goal  of  our  overall 
housing  policy. 

1.  Provide  financial  assistance  to  those  who 
cannot  afford  suitable  hoxising. 

2.  Provide  financial  incentives  for  private  sector 
to  increase  supply  In  order  to  provide  for 
those  who  cannot  secure  adequate  housing  on  a 
market  economy. 

3.  Strengthen  and  revitalize  neighborhoods  and  renew 
investment  in  coomunities;  bolster  housing  in 
tandem  with  support  services. 

4.  Establish  programs  to  insure  equal  opportunity 
and  accessibility  for  minorities. 

The  following  is  a  comparison  of  the  administration's 
plan  and  H.R.  5731  with  the  objectives  under  the  four 
strategies: 
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Comparative  Analysis 

PRESIDENT'S 

B.R.  5731 

8TRATEGT 

PBOPOSALS 

GOKZALEZ  PROPOSALS 

1.  Provide  finan- 

Ho prosram  for 

Proposes  funding 

cial  assistance 

emergency  mortgage 

of  $76011  for 

to  keep  housing 

relief  for  owners 

76,000  single 

affordable 

faced  with  temp- 

family homeowners 

orary  problems  in 

faced  with  diffi- 

paying mortgages 

culties  in  making 
mortgage  payments 
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DHCR  Recomnendations : 


Favor  the  continuation  of  the  CDBG  program  with 
specific  funding  authorization  for  small  cities 
and  rural  areas. 


Urge  better  coordination  between  HUD  and 

so  that  rural  areas  can  take  complete  advantage 

of  funding  programs. 

Retain  those  regulations  for  the  Conmunity  Develop- 
ment Block  Grant  program  which  enhance  the  target- 
ing of  funds  like  the  Neighborhood  Strategies 
Area  Program  (NSA)  and  the  Housing  Assistance 
Plan  (HAP).  Retain  requirements  of  citizen 
participation  for  CDBG  Program. 
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DHCR  Recg 


ndation: 


Resurrect  fair  housing  legislation  (H.R.  5200) 
initiated  by  the  House  and  defeated  in  the  Senate 
in  1980. 


Other  Housing  Issues 
There  are  three  other  housing-related  issues,  not 
addressed  by  the  Subcoonlttee's  plan  which,  I  believe, 
are  Important  and  necessary  to  identify;  namely,  the  proposed 
cut-off  of  funds  to  any  localities  with  rent  regulation; 
the  housing  voucher  program;  and  changing  eligibility 
standards  for  residing  in  publicly-assisted  housing. 
Rent  Regulation: 

The  President's  Housing  Commission  has  proposed 
to  cut  off  any  type  of  housing  assistance  to  those 
municipalities  that  have  rent  regulation.   I  believe 
this  is  essentially  a  local  issue  and  any  Federal 
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legislation  is  liaproper,  unsound  and  Inconsistent 
with  current  policy.   Even  though  I  believe  that 
improvements  can  and  should  be  made  in  administrat- 
ing rent  regulation,  its  elimination  in  Nov  York 
would  undoubtedly  caxise  severe  financial  pain 
for  most  and  could  result  in  the  unplanned  and  un- 
structured removal  of  over  3  million  individuals 
from  their  apartments.   All  this  for  little  social 
or  economic  benefit. 

Last  year  this  subcommittee  defeated  a  similar 
proposal  in  this  area.   I  urge  you  to  hold  fast 
should  it  resurface. 

Housing  Vouchers: 

The  housing  voucher  program  is  designed  to 
replace  rent  subsidies.   In  New  York  City  there  is 
a  vacancy  rate  of  2%.   Where  will  people  there  find 
housing? 

The  Administration  argues  that  private  developers 
will,  if  allowed  to  operate  in  a  totally  free  market, 
produce  the  necessary  housing.  Past  history  dis- 
putes that  view.  Even  during  times  of  a  healthy 
economy,  the  private  sector  could  not  be  lured  into 
certain  fragile  markets  such  as  housing  for  low-  and 
middle-income  families  without  substantial  government 
subsidies.   It  is  this  segment  of  the  population 
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■o«t  in  Wf—A   of  assistance  t^rooch  sobs  foia  of 
rest  snbsidlos.   I  am  sot  optimistic  about  tte 
priTste  sector  filling  this  needs  without  subsidies 
and  tax  incentires.  Vouchers  von't  do  it. 

In  addition.  I  offer  the  fol loving  five  ooacems 
for  your  coos iderat ion: 

(1)  The  coBBitaent  of  resources  is  well  beloe  ehat 
is  needed.  There  are  more  than  5  million  lov-incoa» 
renters  across  the  nation  eho  live  in  decent  housing 
but  pay  a  disproportionately  high  percentage  of  their 
Incone  for  shelter. 

(2)  Housing  vouchers  do  not  balance  financial  and 
physical  housing  needs.   Teo  million  lov-income 
renters  still  live  in  physically  inadequate  housing. 

(3)  Housing  vouchers  are  less  flexible  than  the 
current  major  program  of  Section  8  rent  assistance. 

(4)  The  voucher  plan,  with  its  entitlement  approach, 
conveniently  ignores  the  magnitude  of  the  need  and 
thereby  denies  housing  assistance  to  millions  of 
people. 

(5)  Experiments  with  housing  allowances  have 
largely  been  in  small  towns,  not  in  major  cities 
where  most  of  the  low-  and  moderate-income  households 
are  located. 
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Public  Bousing  Eligibility  B«quir«iMnts : 

Another  proposml  fron  the  Beagan  Administration 
would  allow  food  stanips  to  be  counted  as  incone  for 
the  purpose  of  determining  eligibility  to  reside  in 
publicly-assisted  housing.  The  argument  that  food 
stamps  reduce  out-of-pocket  expenses  for  an  individual, 
while  true,  is  disingenuous  because  it  overlooks  the 
fact  that  rents  for  all  forms  of  hoxising  are  increas- 
ing. 

The  food  stamp  program,  much  like  the  housing 
assistance  program  for  low-income  families  and  other 
cost-of-living  subsidies,  was  designed  to  help 
individuals  less  able  to  care  for  themselves  because 
of  age,  infirmity,  loss  of  work,  inadequate  skills, 
lack  of  equal  opportunity  and  other  conditions  and 
factors  that  rendered  them  disadvantaged  and  needy. 
From  the  Administration's  point  of  view,  the  merit 
of  this  approach  is  that  it  reduces,  on  paper,  the 
number  of  "truly  needy"  individuals,  giving  a  false 
sense  of  progress.  My  view  of  this  proposal  is  that 
it  is  unfair,  cruel  and  represents  another  attempt 
by  the  Administration  to  eliminate  the  small  economic 
gains  this  segment  of  the  population  has  achieved. 
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We  In  Hew  York  understand  the  need  for  fiscal  restraint, 
as  well  as  fiscal  responsibility.  We  know  that  scarce 
resources  must  be  balanced  with  prudence  and  coopassion. 
Wee  York  was  able  to  avoid  financial  disaster  and  redesign 
its  fiscal  plan  in  line  with  the  financial  realities.  This 
was  done  equitably,  without  placing  our  most  vulnerable 
residents  in  Jeopardy.   If  we  are  to  ensure  our  nation's 
economic  health,  then  this  Administration,  like  the  New  York 
State  Administration,  must  move  housing  and  community 
development  issues  up  on  its  agenda. 

New  Federalism  is  not  the  answer.  As  Governor  Hugh 
L.  Carey  noted  in  a  recent  article  in  the  New  York  Times: 

"In  the  first  year  of  the  President's  proposed  'new 
federalism, '  New  York  State  and  its  local  governments 
would  have  to  absorb  a  loss  of  Federal  revenues  of  more  than 
a  billion  dollars. 

"The  President's  proposals  signal  a  headlong  retreat 
from  our  historic  commitment  to  equitable  treatment  of  all 
Americans,  whereever  they  live.  .  . 

"...  What  is  crippling  states  and  localities 
throughout  the  country  is  not  the  complexity  of  the  Federal 
system.   It  is  the  combined  effect  of  huge  Federal  budget 
cuts,  a  severe  recession  that  results  at  least  in  part  from 
national  economic  policy,  and  borrowing  costs  that  are 
constantly  being  driven  upward  by  the  Federal  deficit." 
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The  housing  needs  of  our  citizens  will  not  dlsi4>peAr 
becmuse  we  ignore  then  or  stop  funding  then. 

Rhetoric  won't  solve  the  housing  problem  —  only 
money  can  do  that.  The  development  of  m  long  range  housing 
policy  requires  the  conmitment  and  assurance  of  future 
funde.  We  cannot  ask  the  private  sector  to  enter  Into  the 
partnership  of  long-term  financial  conmitments  when  govern- 
ment shows  no  interest  in  making  such  a  commitment  on  its 
part. 

The  Federal  government  has  had  a  long  history  of 
acknowledging  its  responsibility  in  housing.   I  am  very 
encouraged  that  this  Subconmittee  through  H.R.  5731  Is 
determined  to  maintain  this  nation's  ooomitment. 

Thank  you. 
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Chairman  Gonzalez.  Thank  you,  Mr.  Berman,  for  your  very  val- 
uable presentation,  because  I  think  you  have  hit  the  central  issue, 
which  is  reaffirmation  of  national  policies  and  programs  that  tihe 
Congress  itself  has  established  for  in  some  cases  as  long  as  40 
years. 

New  Federalism  to  me  is  really  a  mislabel.  It  is  old,  not  even 
wine,  but  old  potions,  new  labels,  but  it  is  what  I  would  call  the 
counterrevolution,  and  I  am  not  talking  about  the  social  revolu- 
tions in  the  20th  century,  I  am  talking  about  the  original  American 
Revolution.  It  is  counter  because  it  shows  a  basic  ignorance  of  even 
such  things  as  the  central  message  of  Madison's  presentation  on 
behalf  of  the  Constitution  in  Federalist  Paper  Number  10,  which 
essentially  addresses  this  issue. 

The  President  is  telling  us  now  that  toted  dismantling  of  these 
programs  is  necessary,  whereas  the  reason  for  the  Revolution  and 
for  the  Constitution  was  to  obtain  some  kind  of  a  central  and  over- 
all power  democraticalW  rather  than  concentrate  power  in  a  few 
hands.  I  would  call  the  President's  approach  counterrevolution. 

But  be  that  as  it  may,  for  the  record,  would  you  mind  giving 
your  assistant's  title?  You  don't  have  a  "U"  in  your  name. 

Ms.  Knepper.  No. 

Chairman  Gonzalez.  You  see,  in  Texas,  in  my  area,  that  is  a 
very  historic  name  from  some  of  the  original  German  colonizers  in 
the  area,  and  we  would  sav  ''Knupper."  How  do  you  pronounce  it? 

Ms.  Knepper.  It  is  Sydelle  Knepper. 

Chairman  Gonzalez.  You  don't  pronounce  the  "K"  at  all? 

Ms.  Knepper.  No. 

Mr.  Berbian.  Assistant  Commissioner  for  Development. 

Chairman  Gonzalez.  Thank  you  very  much. 

I  just  have  one  question.  If  the  Congress  passed  successfully  this 
portion  of  the  rental  housing  production  program,  as  we  outlined  it 
m  H.R.  5731,  what  type  of  subsidy  mechanism  would  the  State  of 
New  York  likely  use? 

Mr.  Berbian.  You  will  have  to  give  me  a  little  more  of  a  hint.  If 
you  pass  yours  with  rented  assistance,  I  won't  need  it.  Which  one  is 
this? 

Chairman  Gonzalez.  Well,  I  mean,  what  form  would  the  subsidy 
likelv  take,  say,  in  the  State  of  New  York?  What  I  am  getting  at  is 
the  desirability  of  or  the  importance  of  flexibility. 

Mr.  Berman.  Go  ahead,  Sydelle. 

Ms.  Knepper.  In  r^ard  to  the  $1.3  billion  for  the  rental  pro- 
gram, we  would  probably- 

Chairman  Gonzalez.  This  is  the  production  program  we  are  talk- 
in^  about. 

Ms.  Knepper.  We  would  expect,  we  would  encourage  the  use  of 
community  development  block  grants  by  loccdities.  We  have  a  hous- 
ing development  fund  program  which  works  similar  to  ttie  old 
Imdb)  program,  which  was  a  seed  money,  interest-free  loan  pro- 
gram that  HUD  ran,  I  don't  believe  they  funded  the  program  sever- 
al years  and  we  would  encourage  that  program  to  be  used  with  this 
new  rented  rehab  program  as  well. 

Mr.  Berbian.  With  our  housing  development  fund  which  we 
have,  which  is  similar  to 

Chairman  Gonzalez.  Your  State 
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Mr.  Berman.  We  have  a  State  housing  development  fund.  It 
allows  us  to  basically  put  the  front  end  cost  out  for  self-cost,  et 
cetera,  and  to  do  it  until  the  permanent  financing  is  done. 

Chairman  Gonzalez.  Well,  your  stated  recommendations  are 
very  valuable  in  that  specific  regard,  and  I  appreciate  it. 

My  time  is  up.  I  will  ask  unanimous  consent  that  I  may  be  per- 
mitted to  submit,  if  necessary,  and  it  may  not  be,  after  we  have 
heard  the  others,  but  not  more  than  two  or  three  questions  for  the 
record  in  time  to  answer  for  the  transcript. 

Chairman  Gonzalez.  Mr.  Stcmton? 

Mr.  Stanton.  Thank  vou  very  much,  Mr.  Chairman. 

Mr.  Berman,  we  thank  you  for  your  presence  here. 

I  get  the  distinct  impression,  tor  some  reason,  that  you  are  not 
necessarily  craasy  about  the  administration's  housing  programs. 

Mr.  Berman.  If  I  thought  it  would  solve  the  problem,  it  would 
not  bother  me. 

Mr.  Stanton.  Just  one  question,  one  observation.  Did  the  State 
of  New  York  opt  for  the  small  cities  program? 

Mr.  Berman.  The  first  year,  we  did  not  opt  for  it.  We  are  study- 
ing it  now.  It  has  been  hard  to  make  that  decision  on  the  smcdl 
cities  program  for  two  or  three  reasons.  No.  1  is  that  the  regula- 
tions were  sort  of  hanging  out  there,  and  No.  2  is  that  mon^  be- 
comes an  issue.  And  No.  3  was  the  long-term  commitments.  Ihere 
were  already  a  lot  of  multiyear  agreements  that  had  been  made  by 
HUD  for  some  of  our  small  cities,  and  quite  bluntly,  it  is  possible 
that  the  amount  of  money  that  was  going  to  come  down  was  even 
less  than  the  commitments,  so  there  was  not  much  to  do. 

So,  it  is  those  three  areas  that  we  are  exploring.  We  now  have  it 
under  consideration  for  the  next  round.  But  the  problem  with  that 
is  that  it  also  does  not  earmark  money  for  rural,  and  I  think  it  is 
worthy  to  take  a  look  at  the  rural  areas.  It  is  a  slightly  different 
problem,  and  slightly  different  uses  than  our  small  nonentitlement 
cities. 

Mr.  Stanton.  Would  that  be  more  because  of  the  farmers  home 
program,  within  the  farmers  home  jurisdiction,  rather  than  the 
program  itself? 

Mr.  BERBfAN.  From  your  vantage,  it  is  a  jurisdictional  question. 
From  our  vantage,  Farmers  Home  does  not  have  for  us  a  block 
grant  program  for  the  rural  areas,  and  if  you  look  at  basics  in 
terms  of  infrastructures  and  water  and  sewer  lines  and  those  sorts 
of  things,  some  small  commercial  development,  it  becomes  pretty 
important. 

Mr.  Stanton.  One  last  question.  Would  you  be  in  favor  of  addi- 
tional funding  for  your  State  program  where  there  is  tai]zeting  of 
the  additional  funds  for  housing  under  the  CDBG  program? 

Mr.  BERBfAN.  Absolutely.  I  think  that  some  of  our  cities  have 
done  well  in  terms  of  taking  some  of  their  block  grants  and  using  it 
for  housing.  I  think  that  the  nature  of  the  housing  prices  demands 
now  focused  attention  to  it. 

Mr.  Stanton.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Mitehell? 

Mr.  MrrcHELL.  Mr.  Berman,  thank  you  very  much,  especially  for 
your  stetements  on  pages  4  and  5,  the  reference  to  discrimination 
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in  housing.  I  commend  you  for  them,  but  I  would  suggest,  with  all 
due  sincerity,  that  I  don't  think  we  will  see  any  kind  of  action  sup- 
portive of  the  positions  you  want  to  take.  The  administration  has 
made  it  very,  very  clear  that  it  is  opposed  to  any  form  of  affirma- 
tive action.  This  has  been  articulated  by  the  Attorney  General. 
Some  of  the  black  spokespersons  in  the  Reagan  administration 
have  railed  against  affirmative  action,  and  frankly,  you  are  not 
going  to  accomplish  any  diminishment  of  discrimination  in  housing 
without  an  affirmative  action  program. 

I  hope  you  will  retain  your  commitment  at  the  State  level  and 
pursue  it  vigorouslv.  I  say  this  not  to  denigrate  any  Republicans  on 
ttns  committee.  I  look  at  Bill  Stanton,  who  I  thmk  is  one  of  the 
finest  and  most  decent  human  beings  I  know,  who  would  oppose 
discrimination  in  any  form,  but  to  take  a  position 

Mr.  Carbian.  I  would  hope  you  would  include  me  in  that,  too. 

Mr.  Mtfchell.  Well,  I  don't  know  you  as  well. 

Mr.  Carbian.  There  is  always  hope. 

Mr.  MrrcHELL.  I  have  a  couple  of  questions,  so  let  me  finish,  be- 
cause this  5  minutes  goes  very  fast,  but  I  do  want  to  reemphasize 
the  point  that  we  will  fail  unless  there  is  an  affirmative  action  pro- 
gram along  with  law.  A  couple  of  quick  questions. 

What  is  being  proposed  by  the  administration?  Its  housing  pro- 
gram, I  think,  is  disastrous,  but  that  is  not  enough.  The  felony  is 
compounded  by  some  administrative  actions  that  are  being  taken 
at  the  present  time.  By  way  of  illustration,  it  is  my  understanding 
that  a  sort  of  moratorium  or  freeze  has  been  imposed  by  the  ad- 
ministration on  a  number  of  priorly  approved  projects  that  develop- 
ers have  worked  on  for  years.  They  have  made  the  investments, 
and  suddenly  they  find  they  are  not  going  to  be  funded.  Is  this  hap- 
pening in  your  State? 

Mr.  Berman.  Yes.  The  answer  is  yes. 

Ms.  Knepper.  We  have  idx>ut  20  projects  that  are  in  our  State 
set-aside  pipeline  which  are  in  the  process  of  development  any- 
where firom  conditional  commitment  prior  to  closing  that  cannot 
close  at  the  present  time  because  they  are  not  financially  feasible 
without  additional  section  8  contract  authority  or  a  lower  interest 
rate. 

Mr.  MrrcHELL.  All  right.  I  think  that  is  happening  all  over  the 
countty. 

Mr.  Berman.  Yes,  sir. 

Mr.  MrrcHELL.  Chie  more  question  in  that  area.  In  your  opinion, 
would  this  type  of  administrative  development  discourage  the  pri- 
vate sector  from  seeking  to  enter  into  housing  developments  in  the 
future? 

Mr.  Berman.  There  is  no  question  that  it  does.  It  not  only  signals 
a  retreat  firom  an  original  position,  but  more  basically  and  more 
fundamentally,  it  says,  we  are  not  interested  in  long-term  commit- 
ments. You  are  not  going  to  get  people  of  financial  means  to  invest 
their  hard-earned  dollars  into  future  commodities  if  we  are  not  pre- 
pared to  make  those  future  commitments.  We  do  it  in  the  defense 
mdustry  every  day  and  think  nothing  of  it,  and  yes,  we  have  a 
healthv  economy  in  the  defense  industry,  but  we  are  willing  to 
make  long-term  contracts,  sometimes  way  long,  and  so  it  is  prudent 
for  a  financial  investor  to  invest  in. 


Digitized  by  VjOOQ IC 


1056 

The  worst  thing  here  is  the  signal  that  said,  now  that  we  are 
changing,  we  are  not  interested  in  investing  in  housing  in  the 
future.  You  remember  when  we  told  ^ou  back  when  that  we  were 
committed  and  we  put  the  money  aside,  we  made  the  conditional 
approvals.  Well,  we  are  taking  those  back. 

Mr.  MrrcHELL.  Full  faith  of  the  Federal  Government. 

Mr.  Berman.  I  think  it  damages  credibility. 

Mr.  Mitchell.  I  hope  I  have  time  for  one  more  quick  question, 
and  that  is  with  reference  to  the  section  312  program,  which  had  a 
salutoiy  effect  in  my  city  of  Baltimore.  It  has  been  administered 
well.  You  propose  a  sliding  interest  rate  on  section  312.  In  that 
proposition,  would  you  suggest  some  kind  of  ceiling  on  that  sliding 
interest  rate,  so  that  it  does  not  exceed  x? 

Mr.  Berman.  There  is  not  enough  money  in  the  program  to  take 
care  of  all  people,  so  therefore  you  would  want  the  income  guide- 
lines to  have  a  limit,  and  then  the  percentage  of  affordable  interest 
that  they  can  pay  has  to  have  a  limit. 

Mr.  MrrcHELL.  What  would  be  a  reasonable  top  on  a  sliding  in- 
terest rate? 

Mr.  Berman.  You  are  now  tcdking  about  9  or  9Vi  percent,  and  I 
think  that  is  the  right  range. 

Mr.  MrrcHELL.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Mitchell. 

Mr.  Stanton.  Mr.  Chairman,  I  wish  to  apologize  to  the  pcmel.  I 
got  a  call  to  come  down  to  the  Enterprise  Zone  announcement  at 
the  Rose  Garden,  so  I  will  represent  everyone  here. 

Mr.  Frank.  No,  don't  represent  me.  [General  laughter.] 

Mr.  Carman.  You  are  going  to  the  Rose  Garden  for  the  Enter- 
prise Zone? 

Mr.  Frank.  That  is  going  to  be  the  first  one. 

Chairman  Gonzalez.  I  never  knew  it  had  been  removed  from  the 
disaster  area  cat^oiy.  [General  laughter.] 

Mr.  Carman.  The  nose  Garden  or  the  Enterprise  Zone? 

Chairman  Gonzalez.  Both.  Well,  we  understcmd,  Mr.  Ranking 
Leader,  and  we  appreciate  your  presence  here. 

Mr.  LaFalce.  Mr.  Chairman,  before  Mr.  Stcmton  leaves,  I  think 
that  he  should  be  aware  of  the  fact  that  there  is  ^oing  to  be  a  bill 
on  the  suspension  calendar  today  mandating  that  he  me  for  reelec- 
tion by  this  Thursday,  if  he  doesn't  do  so  voluntarily  on  his  own.  It 
is  my  understcmding  that  he  has  not  filed  for  reelection.  Is  that 
right? 

Mr.  Stanton.  That  is  true. 

Mr.  MrrcHELL.  I  second  that,  if  you  put  that  in  the  form  of  a 
motion.  [General  laughter.] 

Chairman  Gonzalez.  Mr.  Carman? 

Mr.  Carman.  I  apologize  to  the  members  of  the  pcmel  for  not 
having  an  opportunity  to  be  here  earlier.  I  would  like  to 

Chmrman  Gonzalez.  Well,  you  are  from  New  York,  aren't  you? 

Mr.  Carman.  Now  I  remember.  I  would  like  to  ask  you  about 
what  you  think  of  the  efficacy  of  the  235  program  per  se.  Are  you 
in  favor  of  that  continuing  on  or  not? 

Mr.  Berman.  Again,  the  235  program  as  it  is  now  structured  is  a 
worthy  program.  There  is  no  question  that  you  do  need  some  help 
for  single  family  homes,  et  cetera.  I  would  particularly  favor  some 
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more  of  what  I  would  call  targeting  by  the  State  in  terms  of  the 
priority  areas  in  which  to  inflow  the  monev,  but  I  think  the  pro- 
gram is  desirable  and  the  program  ought  to  be  maintained. 

Mr.  Carbian.  One  of  the  reasons  I  raise  it  with  you  is  that  I  re- 
cently became  aware  of  a  situation  where  a  couple  had  $30,000  in 
the  bank,  and  a  salary  between  them  of  $25,000  a  year  plus,  and 
they  were  still  able  to  qualify  for  the  program  and  purchase  a 
$60,000  home.  It  just  seems  to  me  that  in  that  kind  of  situation,  we 
are  not  reaching  with  our  Federal  dollars  the  people  that  need  to 
be  reached. 

So,  while  we  can  talk  about  235  having  a  valuable  overall  tone  to 
it,  it  seems  to  me  the  people  who  should  be  reached  are  not  being 
reached.  Would  you  tend  to  agree  with  that,  Mr.  Berman? 

Mr.  Berman.  I  think  that  I  would  have  to  say  there  are  some 
people  who  are  being  reached  who  fall  in  your  definition  of  should 
Be  reached,  and  there  are  those  who  do  not.  So  I  wouldn't  want  to 
say  that  I  don't  think  235  is  reaching  the  right  segment.  I  think 
that  there  can  be  some  tightening  and  some  more  tiu^eting  of  it  so 
that  it  can  have  a  higher 

Mr.  Carbian.  Having  supervised  the  closing  of  about  1,000  of 
them,  I  can  tell  you  that  from  my  own  experience  that  I  have  seen 
too  many  people  targeted  in  the  cat^ory  I  have  just  described 
here.  I  would  just  like  to  raise  one  other  question  with  you  pertain- 
ing to  section  8  housing  in  general.  I  know  the  city  of  New  York 
has  had  a  great  concern  about  continuing  it.  I  am  very  interested 
in  the  construction  work  that  is  associated  with  it,  but  I  am  in- 
clined to  think  that  we  probably  do  not  reach  as  many  people  as 
we  ought  to  be  reaching  with  the  amount  of  money  that  is  being 
eipended  for  section  8  housing. 

In  fact,  by  the  time  we  are  done  with  all  the  other  costs,  each 
apartment  probably  costs  several  hundred  thousand  dollars.  One 
future  recently  given  to  me  by  a  very  senior  administrator  in  the 
Ifousing  and  Urban  Development  Authority  was  $500,000  per  unit. 
Certainly  a  substantial  amount  of  money  is  involved.  We  have  $5 
million  for  rent.  I  have  always  felt  that  if  I  spent  that  kind  of 
money,  I  wanted  to  own  the  place. 

The  other  part  is,  we  have  an  authorization  for  $39  million  for 
the  rents.  We  don't  want  to  lose  our  commitment  to  public  housing 
for  senior  citizens  and  low-cost  family  housing,  which  is  certainly 
needed  throughout  the  Nation,  but  it  seems  to  me  that  section  8 
housing  is  not  accomplishing  that,  keeping  in  mind  that  it  had  its 
genesis  in  the  Repubhcan  administration  a  couple  of  years  ago. 

Would  you  care  to  comment  with  r^ard  to  that,  aside  from  the 
Republican  part? 

Mr.  Bkrbcan.  I  have  tried  in  the  text,  and  when  I  answered  your 
colleague.  Congressman  Stanton,  I  don't  really  care  who  proposes  it 
and  wnere  it  came  from.  If  it  works,  it  works.  If  it  doesn't  work,  it 
doesn't  work.  Section  8,  again,  if  you  look  at  some  of  our  upstate 
developments,  section  8  turns  out  to  be  as  cheap  or  cheaper  to 
build  in  New  York  State  as  any  State  in  the  Union.  And  when  you 
look  at  the  level  of  rents  in  rent  subsidies,  you  will  find  that  it  is 
within  any  target  you  want.  The  problem  is  if  you  build  subsidized 
housing  in  New  York  City,  Chicago,  Detroit,  Buffalo,  et  cetera, 
housing  costs  more,  whether  you  do  it  section  8,  subsidize  it  section 
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8,  whether  you  subsidize  it  off  of  an  interest  writeoff,  whether  you 
subsidize  it — no  matter  how  you  subsidize  it. 

Mr.  Carman.  I  am  very  much  aware  of  this,  Mr.  Berman,  having 
supervised  many  of  them.  My  question  is:  Do  you  think  there  is  a 
place  in  here  for  some  sort  of  a  turnkey  approach,  the  old  turnkey 
approach,  with  certain  modifications  that  might  have  a  salutory 
effect  on  the  overall  process? 

Mr.  Herman.  I  remember  the  turnkey.  We  just  did  some  of  those, 
and  the  city  is  doing  more. 

Mr.  Carman.  It  is  pretty  much  being  phased  out  at  this  point, 
and  the  question  is  whether  or  not  we  should  be  examining  that 
with  some  other  modifications  that  would  make  it  more  effective. 

Mr.  Berman.  I  think  there  is  no  question  that  we  ought  to  take 
another  look  at  both  the  turnkey  and  the  section  8  program  and 
see  how  we  can  do  it  more  cost  effectively.  I  am  not  sure  the  fair 
market  rent  does  that. 

Mr.  Carman.  I  would  tend  to  agree  with  you.  I  didn't  have  a 
chance  to  read  your  entire  statement,  but  I  would  gather  that  you 
don't  think  the  voucher  system  is  the  be  all  and  end  all  to  the 
entire  housing  problem. 

Mr.  Herman.  I  think  it  is  counterproductive. 

Mr.  Carman.  Is  there  any  place  for  us  to  use  a  voucher  system  at 
all  in  conjunction  with  other  kinds  of  public  housing?  Do  you  think 
we  should  have  any  of  it  at  all? 

Mr.  Herman.  Well,  you  have  a  small  type  of  voucher  program 
with  the  existing  section  8,  and  perhaps  where  you  have  an  over- 
supply  of  housing  that  is  adequate.  You  field  tested  it  in  a  couple  of 
small  communities  with  some  marginal  successes.  I  am  not  opposed 
to  trying  it,  again,  but  we  know  it  doesn't  work  if  there  is  inad- 
equate supply.  We  know  it  doesn't  work.  We  have  a  whole  list  of 
conditions.  I  am  sure  there  are  parts  of  the  country  where  the  con- 
ditions are  receptive,  and  we  ought  to  try  it.  We  should  not  think 
that  we  have  to  find  one  thing  that  is  going  to  solve  everyone's 
problems. 

Mr.  Carman.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Herman. 

Chairmcm  Gonzalez.  Thank  you. 

Mr.  LaFalce? 

Mr.  LaFalce.  Thank  you,  Mr.  Chairman. 

Just  a  specific  question  and  then  a  very  broad  question.  Specifi- 
cally, do  you  have  any  data  r^arding  the  number  of  households 
that  might  be  in  need  of  emergency-mortgage-relief  assistance  be- 
cause of  the  distressed  times  we  find  ourselves  in? 

Mr.  Herbaan.  The  answer  is,  I  don't  have  that  data.  I  understand 
the  issue.  I  think  it  is  a  real  issue,  but 

Mr.  LaFalce.  Who  would  have  that?  Mickey  Siebert? 

Mr.  Herman  [continuing].  Only  to  the  extent  that  the  banks 
would  report  that  to  Mickey,  and  I  don't  think  they  do,  to  be 
honest  with  you. 

Mr.  LaFalce.  You  called  for  an  emergency  mortgage  relief  pro- 
gram, and  I  am  just  curious  if  we  can  in  some  way  document  the 
need. 
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Bfr.  JteRiCAN.  I  think  we  will  take  as  a  task,  Congreasman,  to  go 
back  and  see  if  we  can  give  you  all  some  documentation  that  w^ 
help  you  support  the  need. 

\in  regard  to  the  above  colloquy,  Mr.  Berman  sent  the  following 
letter,  dated  March  30, 1982,  to  Chairman  Gonzalez:] 


NEW  YORK  SIMEr 
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CX)MMB90NER 


TWO  WORLD 
TRADE  CENTER 

rKW  TVJKIV 

NYf)047 

212^486^1962 


Marcii  30.  1962 


(ViJialcsr. 


Honorable  Henry  B. 

Chainmn 

Siixxnuittee  on  Hmislng  and  Ocnuuiity 

Developnent 

2129  RaytuTD  Office  BuildLng 

VBSfainKtcn,  D.C.  20515 

Dear  Mr.  Goozale?: 

Ibank  you  for  the  opportxmity  to  present  before  you  the 
vLevB  of  the  State  of  New  York  ooooeming  H.R.  5731.  the 
Housing  and  Gomunity  Developnent  Anendnents  of  1962. 

I  would  like  to  reiterate  iqy  testiumy  in  favor  of 
the  proposal  for  a  new  rental  housing  progran  with  subsidy 
assistance  targeted  to  market  areas  of  greatest  need.  Ibis 
piTjgnm  gi^^BS  states  and  local  governments  the  flexibility 
to  utilize  subsidy  assistance  in  a  variety  of  delivery  fonns. 
Total  budget  authority  of  $1.3  billion  would  be  authorized 
to  support  an  estimated  fifty  to  one  hundred  thousand  units. 
If  75,000  units  were  produced,  the  average  per  unit  subsidy 
amount  would  be  about  17,500  per  unit  over  fifteen  years. 
TMs  is  significantly  lower  than  that  of  the  current  new 
construction  and  sii»tantial  rehabilitation  subsidy  programs. 

Given  a  choice,  I  would  favor  the  enactment  of  the  new 
rental  housing  program  with  a  set-aside  of  funds  separate 
and  distinct  fran  Oomnunity  Developnent  Block  Grants.  The 
net  effect  of  this  is  to  assure  more  funding  for  housing 
programs  and  to  continue  the  tradition  of  Federal  programnatic 
finding  for  housing.  I  siqjport  the  new  rental  housing  program 
and  urge  its  enactment. 


Sincerely ,    \ 

Ricbard  A.  Bennan 
Oomnissioner 


oc:  J.  William  Stanton 
Charles  Scfauner 
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Mr.  LaFalce.  I  am  fearful  with  the  tremendously  high  unem- 
plo3mnient  right  now,  and  I  don't  know  whether  it  is  going  to  abate, 
that  we  might  be  facing  a  problem  now  similar  to  the  problem  we 
had  in  1975  when  we  did  come  up  with  the  special  emergency 
mortgage  relief  pn^am.  This  would  vary  from  State  to  State  and 
region  to  region  within  the  State.  In  my  Erie-Niagara  region  we 
have  a  composite  reported  unemplo3mnient  of  12.5.  I  think  the  real 
unemplo3mnient  rate  is  closer  to  20  percent. 

Mr.  Carman.  Could  I  interject  for  just  a  moment?  If  we  were  to 
do  something  like  this,  I  would  commend  to  you  the  Soldiers  and 
Sailors  Civil  Relief  Act  of  1940, 1  think  it  is,  which  would  be  worth 
taking  a  look  at.  It  might  have  some  effect  if  we  have  it  at  the  Fed- 
eral level  pertcdning  to  military  personnel.  It  might  be  the  type  of 
legislation  that  could  be  useful.  It  is  setting  up  a  mechanism. 

Mr.  LaFalce.  If  you  have  any  suggestions  of  your  own  for  ways 
to  implement  such  a  program,  I  would  be  very  interested  in  that.  I 
think  we  are  experiencing  a  lot  of  difficulty  in  western  New  York 
along  those  lines,  and  the  financial  institutions  are  in  a  situation 
where  there  is  not  much  they  can  do  about  it.  I  think  they  will 
exert  tremendous  forebearcmce.  They  don't  want  to  become  holders 
of  real  estate. 

Mr.  Herman.  Right  in  our  own  area,  remember,  we  had  a  bank 
that  over  a  weekend  began  to  call  in  some  of  those  mortgages,  and 
we  all  got  involved,  and  you  were  a  key  player  in  stabilidng  that 
situation. 

Mr.  LaFalce.  We  got  them  to  reverse  the  situation  rather  quick- 
ly, like  9  o'clock  Monday  morning. 

Mr.  Berman.  And  I  thank  you  for  that.  We  could  not  have  done 
it  without  your  help,  and  there  are  a  lot  of  people  who  were  very 
uncomforable  that  weekend,  but  we  will  try  to — we  owe  you  those 
specifics.  I  don't  have  them  here. 

Mr.  LaFalce.  Dick,  a  general  question  now.  Would  you  briefly 
describe  to  me  the  functions,  duties,  responsibilities,  and  activities 
of  the  division  of  housing  in  New  York  State?  New  York  State  has 
been  criticized  in  the  past  for  having  a  very,  very  fragmented  ap- 
proach to  housing,  with  no  central  office  to  establish  a  housing 
policy,  a  housing  delivery  system,  housing  in  the  largest  sense. 

Would  you  care  to  describe  what  you  inherited,  and  what  you 
have  now? 

Mr.  Berman.  OK.  Let  me  try  to  do  it  fairly  briefly,  and  then  we 
can  pick  it  up  again  at  lunch.  We  have  what  we  call  a  public  port- 
folio  

Mr.  LaFalce.  It  has  bearing,  too,  on  the  question  of  whether  or 
not  the  Federal  Government  should  be  del^ating  tremendous  re- 
sponsibilities to  the  States.  I  think,  in  large  part,  a  great  many  of 
the  States  do  not  have  the  delivery  system  capacity  to  handle  these 
Federal  programs.  I  for  one  seriously  questioned  whether  New 
York  State  had  the  existing  capacity  to  take  over  the  small  cities 
program,  for  example.  I  did  not  think  that  you  did,  and  I  do  not 
think  that  you  do  now. 

Mr.  Berman.  We  are  prepared  to  make  a  case.  It  has  been  a 
checkered  history  in  New  York  State  in  housing,  from  being  out  in 
the  lead  with  Mitchell-Lama  and  back  and  forth. 
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Roughly,  we  have  responsibility  in  four  areas.  One  is  the  public 
portfolio.  We  supervise  a  public  portfolio  which  includes  the  HFA 
financed^  UDC  financed,  and  some  earlier  projects  which  were  the 
State  comptroller's  job,  which  predated.  Those  projects  have  about 
115,000  units,  a  little  more  than  115,000  units,  about  600,000  New 
Yorkers  livinfi^  in  them,  and  we  are  the  supervising  agent  in  that 
we  approve  their  budgets,  we  set  the  rent  levels,  we  ^prove  all 
contracts  for  repairs  and  mcmagement,  et  cetera.  Those  are 
statewide. 

The  second  msgor  area  is  the  State  building  code  and  the  fire 
code.  We  have  the  building  code  and  the  State  fire  code  which  have 
been  adopted  in  a  nugority  of  our  communities  and  we  have  a 
by  1984  to  propose  a  uniform  method  for  our  State  fire  and 
building  code. 

Mr.  Mitchell.  Excuse  me,  Mr.  Chairman,  I  am  having  a  little 
difficulty  hearing  the  witness,  and  I  am  especially  inter^ted. 

Mr.  Bebman.  Sir,  we  have  the  responsibility  for  a  statewide 
building  code  and  fire  code,  in  which  we  work  with  a  lot  of  the  mu- 
nicipalities which  do  not  have  the  resources  at  hand,  to  review  pro- 
posals and  to  get  a  sense  of  what  is  happening. 

We  have  a  third  nugor  area  that — the  third  nugor  area  is  com- 
munity renewal  program.  In  the  community  renewal  program 
there  are  four  or  five  nugor  programs  which  we  operate.  We  have  a 
program  which  now  has  about  150  neighborhood  preservation 
groups  which  are  not-for-profit,  conmiunity-based  organizations 
throughout  the  State  which  we  fund  annually  at  about  $10  million. 

And  they  have  been  able  over  the  last  5  years  to  put  in  place 
local  structures  concerned  with  housing,  working  on  housing.  The 
issues  range  from  tenant  organizations  and  tenant  relations  to 
nugor  leveraging  of  Federal  and  private  bank  dollars,  some  insur- 
ance companies,  and  some  msgor  industries. 

Their  efforts  have  resulted  in  over  100,000  new  or  substantially 
rehabbed  units.  They  have  been  able  to  leverage  our  moneys  5  to  1 
with  outside  money  and  have  been  a  great  source. 

Last  year,  we  started  a  companion  program  for  rural  preserva- 
tion programs,  of  which  we  have  started  some  rural  groups,  about 
50,  and  a  several-million-dollar  expenditure. 

We  have  been  working  in  terms  of  the  107  program  and  techni- 
cal assistance  to  small  cities,  and  working  with  conmiunities  pri- 
marily through  our  Buffalo  and  Rochester  offices. 

We  have  administered  the  heat  and  rent  subsidy  programs  and 
our  own  capital  grant  which  is  another  type  of  operating  subsidy  of 
lOfriiercent  State  money  for  2,300  families. 

The  fourth  is  our  development  area,  which  Sydelle  heads,  which 
has  the  responsibility  for  our  administration  of  section  8.  We  are 
responsible  for  sending  out  the  NOFA,  the  selection  review  of  bid- 
ders, and  organizing  priorities.  Our  HFA  is  then  the  financer,  in 
most  cases,  although  some  may  choose  to  do  it  independently. 

The  other  nugor  effort  that  we  have  undertaken  is  to  try  to, 
again,  not  throw  stones  unless  your  house  has  at  least  one  brick 
window  in  it,  and  that  is,  we  have  been  trying  to  focus  housing 
policy  in  the  State,  and  to  articulate  that  and  to  coordinate  it.  And 
in  the  Governor's  state  of  the  State  message,  this  year  he  clearly 
identified  the  division  as  that  point  in  State  government. 
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I  sit  on  the  Board  of  the  Housing  Finance  Agency,  I  sit  on  the 
Board  of  the  Son3mnia,  I  sit  on  the  Board  of  the  Mortgage  Loan 
Corp.  and  in  that  way  we  try  to  coordinate  our  State  efforts.  We 
are  in  the  process  of  finding  that  in  trying  to  set  and  implement 
policy,  there  is  a  dearth  of  data  upon  which  to  build  an  adequate 
housmg  policy. 

We  have  just  led  a  request  for  proposal  in  the  neighborhood  of 
$100,000  with  the  precise  effort  and  objective  of  providing  that  data 
base  so  that  we  can  articulate  where  the  need  is,  what  is  the  need, 
how  is  it  different  in  rural,  suburban,  and  urban  areas  so  that  we 
can  better  allocate  and  manage  our  own  efforts. 

Mr.  LaFalce.  We  will  have  to  pursue  this  later.  I  want  to  apolo- 
gize. I  am  chairing  hearings  of  the  Small  Business  Subcommittee  at 
10:30,  5  minutes  ago,  which  I  have  to  go  to. 

Mr.  Berman.  Thank  you,  very  much  for  coming. 

Chairman  Gonzalez.  Before  the  gentleman  from  New  York 
leaves,  I  do  want  to  interject  this.  The  best  figures  that  I  have  been 
able  to  obtain  as  of  last  month,  would  reveal  that  New  York,  on  an 
average,  in  a  period  of  about  45  days  preceding  February,  had  an 
increment  increase  of  a  little  better  than  33  percent  in  foreclo- 
sures, the  foreclosure  rate,  not  moratorium  on  pa3mnients,  but  fore- 
closure. 

And  interestingly  enough  it  parallels  areas  in  California  where 
you  have  high  rates  of  unemplo3rment,  as  much  as  12  percent,  in 
semirural  areas.  But  still  California  is  such  a  State  that  when  you 
say  semirural,  you  reallv  are  not  differentiating  too  much. 

Mr.  LaFalce.  If  I  could  interject,  it  is  probably  extremely  signifi- 
cant because  banks  are  much  more  reluctant  to  foreclose  today 
than  they  were  in  1975.  When  they  did  foreclose  in  1975  they  found 
out  that  they  had  a  lot  more  difficulty  after  foreclosure  with 
vacant  housing  than  they  would  have  if  they  had  individuals  living 
in  that  housing,  and  even  not  paying  rent. 

So  I  just  think  that  might  mean  it  is  an  alarming  situation. 

Chairman  Gonzalez.  It  is,  and  that  is  the  reason  for  our  title  VI. 

Mr.  Berman.  Absolutely. 

Chairman  Gonzalez.  Mr.  Vento. 

Mr.  Vento.  Thank  you,  Mr.  Chairman.  I  appreciate  the  wit- 
nesses, all  of  the  witnesses  that  are  here  today,  although  I  do  not 
have  time  to  spend  this  morning  but  in  looking  over  the  state- 
ments, I  commend  the  chairman  for  bringing  these  witnesses  and 
making  the  committee  record  that  he  is  making. 

I  think  that  there  are  some  basic  questions.  Obviously,  the  ad- 
ministration offers  no  real  housing  pro-am.  We  always  have  trou- 
ble with  those  who  need  assisted  housmg  but  today  the  definition 
of  assisted  or  the  need  for  assistance  is  almost  universal  with  just 
the  exception  of  the  highest  income  individual  going  into  the 
market  at  17  percent. 

So  the  question  really,  and  I  think  all  of  us  have  to  come  to  grips 
with  this,  is  looking  at  the  whole  panoply  of  housing-assistance  pro- 
grams today,  is  that  they  really  end  up  helping  those  who  Imve 
moderate  or  higher  income.  You  still  cannot,  unless  you  come  in 
with  very  deep  subsidy,  a  tandem  program  so  to  speak,  end  up  get- 
ting down  to  the  lower  income  levels.  That  is  one  of  the  thi^^, 
that  is  the  problem  with  cutting  off  the  pipeline  of  assisted  housing 
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is  that  those  programs  that  we  know  during  bad  times  help  these 
folks  get  housing. 

So  I  think  that  the  question  that  we  have  to  look  at  now  is, 
during  these  times,  should  we  really  get  in,  we  cannot  buy  back  the 
difference  in  terms  of  interest  rates  that  exist.  The  fact  is  that  the 
question  of  getting  into  that  in  terms  of  assisting  others,  is  what 
we  are  looking  at  today,  in  hopes  of  trying  to  provide  some  econom- 
ic stimulus,  in  hopes  of  trying  to  maintain  the  institutions  and 
framework  of  housing  and  people  that  exist,  whether  it  is  the 
Housing  Finance  Agency,  whether  it  is  your  organization,  whether 
it  is  carpenters,  or  builders,  or  so  forth  and  so  on. 

So  we  really  have  been  doing  a  lot  of  damage  control  here.  We 
are  talking  about  reshuffling  the  dollars  around  that  we  have, 
rather  than  really  addressing  these  s€une  needs.  We  are  changing 
the  focus  of  the  needs  and  what  we  are  able  to  do  and  I  wonder  if 
that  concerns  the  folks  and  what  we  ought  to  be  careful  as  we  are 
in  the  process  of  doing  that  so  that  we  do  not  end  up,  hopefully, 
after  we  climb  out  of  this  recession,  with  really  a  program  that  is  a 
mile  wide  and  an  inch  deep  and  does  not  help  anyone. 

What  do  we  have  to  be  careful  about  here,  Mr.  Berman? 

Mr.  Bebman.  I  guess  that  is  why  I  would  suggest  that,  and  I 
think  that  some  of  the  questions  that  were  raised  earlier  about  tar- 
geting, not  only  geographical  targeting,  but  who  do  you  want  the 
programs  to  really  help. 

I  would  argue  that  we  have  the  greatest  responsibility  to  those 
who  are  normally  left  out.  Those  who  are  the  most  vulnerable, 
those  who  are  disenfrcmchised  from  the  current  system.  And  there- 
fore, even  though  the  easier  route  out,  the  way  you  can  spend  more 
of  your  money,  if  you  will,  is  to  help  those  who  would  be  helped  if 
you  were  just  able  to  reduce  the  cost,  whether  it  is  interest  rates, 
or  front  end,  or  whatever,  by  1  percent,  those  are  the  groups,  in  all 
candor,  that  will  be  the  first  out  when  the  economy  becomes 
healthy  again.  So,  therefore,  I  guess  that  I  would  urge  you  to  con- 
centrate and  focus  on  where  the  problem  is  the  most  severe  The 
liklihood  is  that  any  change  in  the  economy  is  not  going  to  assist 
the  lowest  income — that  is  the  aged,  that  is  the  disabled,  that  is  the 
minorities,  that  is  some  of  the  rural,  and  Indians,  and  minorities. 
That  is  where  our  basic  responsibility  and  commitment  is. 

Yes;  we  have  concern  about  the  middle  class.  Yes;  we  have  con- 
cern about  the  first-time  home  buyer,  but  it  seems  to  me  that  I 
think  that  you  do  have  some  concerns,  as  we  all  do,  about  putting  a 
little  money  out  there  for  all  of  the  cat^ories.  I  think  that  you 
have  to  target  it,  and  I  think  that  it  is  an  important  national  issue. 

Mr.  Vento.  Thank  you,  thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you,  very  much,  Mr.  Vento.  Mr. 
Frank? 

Mr.  Frank.  Thank  you.  I  want  to  talk  to  you  on  one  issue  that 
we  dealt  with  last  year,  when  we  were  doing  the  authorization.  Ob- 
viously, we  all  want  to  win,  not  all,  because  the  administration  is 
not  part  of  the  consensus,  but  many  of  us  want  to  get  construction 
back  going  again.  One  of  the  other  problems,  obviously,  is  the 
maintenance  of  the  existing  stock,  particularly  various  levels  of 
sidwidies. 
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A  lot  of  attention  has  been  given  to  the  inadequate  willingness  of 
the  administration  to  keep  public  housing  going.  One  of  the  things 
that  became  an  issue  last  year  was  an  administration  proposal  to 
give  them  greater  ability  to  take  236(dX3),  other  assisted,  moderate 
housing,  and  get  rid  of  it  in  a  way  that  would  remove  any  income 
limitations  or  any  rent  limitations. 

Basically,  they  asked  us  for  an  ability,  when  those  projects  went 
into  default,  to  be  able  to  sell  them  with  no  restrictions.  In  some 
cases,  1  think,  that  we  would  lose  them  from  subsidized  housing 
stock. 

I  am  just  wondering  if  you  had  any  experience  with  this  last 
year  with  them  under  that,  and  what  your  general  sense  is  about 
that.  Because  it  seems  to  me  that  if  we  do  not  simultaneously  do  a 
better  job  of  protecting  existing  subsidized  stock,  we  are  going  to 
exacerbate  the  problem  of  an  inadequate  construction  level. 

Mr.  Berman.  We  have  not  particularly  had  any  experience  with 
it,  because  most  of  that  housing  stock  returns  to  the  municipality. 
It  is  now  HUD's  responsibility.  I  think  that  you  cannot  have  it  both 
ways.  You  cannot  put  enough  money  in  it  to  keep  it  going  as  a  sub- 
sidized housing. 

If  you  fail  from  the  Federal  Government  to  put  enough  money  in 
it  to  maintain  it  and  keep  it  so  that  you  can  provide  substantial 
housing  for  the  poor,  middle  income,  low  income,  whatever  the  cat- 
^ory  was,  once  you  fail  to  do  that,  if  you  are  always  going  to  fail 
to  do  that,  then  you  have  no  real  option  but  to  let  it  go  to  another 
group  of  people. 

I  think  the  policy  issue  is  the  fundamental  one.  We  do  have  re- 
sponsibility to  those  people  and  it  would  be  a  much  better  invest- 
ment to  invest  in  that  existing  housing  stock  and  make  sure  that  it 
stayed  in  good  shape.  We  provide  subsidies  so  that  it  can  stay  on 
the  market  for  moderate-  and  low-income  people.  That  is  superior 
to  withdrawing  the  subsidy,  and  giving  it  to  another  group  of 
people,  and  then  still  have  the  s€une  problem,  which  is  where  are 
you  going  to  house  the  low-  and  moderate-income  people. 

Mr.  Frank.  So  per  unit  cost,  the  cheapest  thing  that  you  can  do 
is  to  make  sure  that  you  keep  whatever  stock  you  now  have  for 
various  levels  of  recipients  functional  for  them. 

Mr.  Berman.  Right,  even  though  it  is  inadequate,  it  is  clear  that 
you  do  not  want  to  lose  that  while  you  are  chasing  something  else. 

Mr.  Frank.  The  point  we  have  to  keep  in  mind  is  when  we  are 
talking  about  construction  levels  for  new  housing,  given  the  poUcy 
that  HUD  wanted  last  year,  and  given  and  other  trends,  we  may 
well  be  losing  more  subsidized  units  than  we  are  constructing.  And 
that  obviously,  is  a  problem. 

Mr.  Berman.  Absolutely. 

Mr.  Frank.  I  will  yield  the  balance. 

Chairman  Gonzalez.  Thank  you,  very  much.  Mr.  Evans? 

Mr.  Evans.  I  pass,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you.  Before  you  get  going,  Mr. 
Schumer,  I  think  that  it  is  my  responsibility  to  say  that  he  is  a 
fellow  New  Yorker,  and  I  guess  that  he  had  just  come  in  from  New 
York,  I  do  not  know.  Otherwise,  he  would  have  been  here  first 

Mr.  ScHUBiER.  That  is  correct,  Mr.  Chairman. 
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Chairman  Gonzalez.  But  he  has  been  very  impressive  to  me, 
very  inspiring,  because  even  though  he  is  young,  he  is  not  inexperi- 
enced because  he  served  in  the  State  legislature,  and  he  has  come 
in  here  running,  as  Speaker  McCormick  told  me  when  I  got  here. 

Mr.  ScHUMER.  Both  ways.  [Laughter.] 

Chairman  Gonzalez.  In  the  meanwhile,  I  have  been  aware  of 
one  of  those  things  that  happens.  We  have  a  saying  in  Spanish 
coming  back  from  the  old  ranch  da^,  "Caballo  viejo  mata  potrero," 
meaning  that  "an  old  horse  will  kill  a  voung  horse."  You  know,  if 
they  ever  get  in  and  the  young  horse  defies  in  the  corrals,  and  in 
Mr.  Schumer's  case,  I  notice  where  the  New  York  papers  had  a  big 
picture  and  a  bi^  spread  about  how  his  colleague  from  New  York, 
Solarz,  had  saved  rent  control. 

Well,  tiie  truth  is  that  Schumer  is  the  one  who  did  it.  Mr.  Solarz 
came  in  during  the  conference  for  about  5  minutes,  and  I  will  give 
him  credit.  But  I  do  not  think  that  it  is  fair  to  let  this  experienced 
Congressman,  Representative  Solarz,  come  in  and  probably  take 
the  credit  that  properly  belongs  to  Mr.  Schumer. 

You  also  referred,  and  I  thanked  you  before  for  your  support  for 
the  main  thrust,  if  not  the  entire  bill  we  are  presenting,  but  Mr. 
Schumer  had  a  hand  in  forging  this  bill. 

And  I  think  that  in  all  fairness  the  record  should  show  it.  Now, 
Mr.  Schumer  you  are  recognized. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

As  a  ''young  horse,"  I  want  to  thank  vou  for  those  kind  words.  I 
am  happy  to  work  together  with  anybody  in  the  del^ation  for  the 
things  that  we  believe  in. 

There  are  a  couple  of  questions  that  I  had.  I  was  a  little  bit  con- 
cerned about  a  couple  of  your  views  on  the  rental  production  pro- 
gram, and  maybe  Mr.  Stanton,  in  particular,  when  he  was  here,  did 
not  really  understand  what  you  were  saying.  And  I  would  like  to 
go  over  those  comments. 

When  we  put  together  this  bill  under  Chairman  Gonzalez'  leader- 
ship, we  felt  that  it  was  extremely  important  to  have  a  housing 
program,  not  just  a  block  grant  or  a  community  development  pro- 
gram, in  which  the  push  and  pull  of  politics,  particulary  in  New 
York  State  where  we  have  a  great  shortage  of  money,  would  pre- 
clude us  from  running  a  genuine  housing  program. 

The  administration  has  its  voucher  program,  which  many  of  us 
dislike,  because  it  is  not  a  housing  program. 

Our  worry  is  that  if  we  put  the  same  amount  of  money,  or  tried 
to  put  the  same  amount  of  money,  that  we  are  putting  into  housing 
programs,  the  community  development  funds  will  go  for  other 
things  and  not  create  new  housing. 

Now,  I  would  just  like  your  views  on  that.  I  would  like  to  reask 
the  question  that  was  stated  before. 

Would  New  York  State  actually  favor,  instead  of  a  $3  billion 
housing  program,  adding  that  money  into  CDBG? 

Mr.  Bebman.  No;  how  specifically  I  thought  I  answered,  and  if  I 
did  not,  let  me  respond  specifically  here:  I  favor  a  separate  block 
grant  for  housing. 

You  have  talked  about  a  UDAG  for  housing,  and  so  forth— and  I 
was  clear— I  am  saying  that  you  have  to  isolate  the  housing  monev. 
We  also  are  very  excited  and  support  your  $1.3  billion  rental  rehab, 
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as  I  would  describe  it  and  you  probably  have  a  fancier  name  for  it, 
and  said  that  we  in  New  York  State  were  prepared  not  only  to  sup- 
port that,  but  we  thought  our  housing  development  fund,  whicb 
allows  for  some  seed  money  and  for  some  front-end  funding,  would 
make  that  really  operational. 

Even  though  HUD  had  the  authority  under  its  106(b)  provisions 
which  had  not  been  funded,  we  were  prepared  to  move  ahead  on 
that  in  New  York  State. 

Mr.  ScHUMER.  Let  me  ask  you  this.  If  you  had  a  choice  of  the 
program  we  proposed,  or  adding  the  same  amount  of  dollars  into 
CDBG,  which  would  you  prefer?  I  might  state  that  this  would  not 
be  likely  to  happen,  because  if  this  committee  proposes  to  just  add 
money  to  CDBG,  it  is  going  to  be  cut,  but  assume  that  we  could 
reserve  it. 

Mr.  Herman.  This  program. 

Mr.  ScHUMER.  I  think  that  it  would  be  helpful  if  you  would  just 
send  that  in  a  letter  to  me  or  more  appropriately  to  the  chairman 
with  a  copy  to  Mr.  Stanton.  Because  I  believe  that  he  walked  aw^ 
with  the  impression  that  just  adding  money  into  CDBG  was  OK 
with  the  New  York  State  nousing  commissioner.  And  I  know  that 
it  was  not  vour  intention  to  give  him  that  impression.  So,  I  hope 
that  you  will  clarify  that. 

Mr.  Berman.  We  will  clarify  that. 

Mr.  ScHUMER.  Good.  Just  another  question.  Last  year,  as  you 
know,  HUD  ordered  our  public  housing  authorities  to  get  energy 
emergency  assistsmce  funds  from  the  State  government.  The  New 
York  City  Housing  Authority,  for  instance,  got  $12  million.  This 
year  we  do  not  call  it  HUD  any  more,  we  call  it  HUD-OMB,  be- 
cause 0MB  seems  to  be  making  all  the  decisions.  But  HUD-OMB  is 
proposing  very  unrealistic  funding  levels  on  the  grounds  that  the 
States  €uid  localities  can  make  up  the  difference. 

We  asked  Commissioner  Gleimnan  if  the  city  could  make  up  the 
difference  in  New  York  City.  He  said:  "By  no  means."  What  is  your 
view  in  terms  of  that? 

Mr.  Berman.  There  is  absolutely  no  question  that  the  State 
cannot  pick  up  the  shortfall  from  the  Federal  Government  retreat, 
period. 

Mr.  ScHUMER.  Do  you  think  that  you  could  pick  up  a  little  of  it? 

Mr.  Berman.  I  would  say,  in  this  area,  no. 

Mr.  Schumer.  I  think  that  too,  is  important,  because  the  admin- 
istration keeps  telling  us  that  we  C€m  do  everything  with  CDBG 
money.  My  colleague,  Mr.  Frank,  from  Massachusetts,  calls  it  the 
CDBG  breeder  reactor  program.  [Laughter.] 

They  cut  the  money,  but  they  tell  us  that  you  can  get  more  and 
more  money  out  of  it  and  it  can  go  to  housing  and  streets  and  this 
and  that. 

Mr.  Berman.  And  that  is  it  precisely.  When  I  was  asked  the 

Question  earlier,  had  we  not  opted  or  had  we  opted  into  the  Small 
ities,  we  have  not  opted  in  because  we  are  not  convinced  yet  that 
it  needs  more  money.  We  are  convinced  that  it  gives  more  flexibil- 
ity but  we  are  not  convinced  that  there  is  a  long-term  commitment 
to  fund  the  States  to  do  it. 

Mr.  ScHUBiER.  OK.  That  settles  things  for  me.  I  would  like  to  say, 
Mr.  Chairman,  that  Commissioner  Berman  has,  and  I  am  sure  that 
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my  colleagues  from  New  York,  who  made  the  8  o'clock  shuttle  in- 
stead of  missing  it  by  5  minutes,  have  told  you,  he  has  an  outstand- 
ing record  of  service  to  New  York  State.  He  has  performed  mir- 
acles. 

New  York  State  has  a  fairly  balanced  budget,  and  one  of  the  rea- 
sons was  that  we  were  one  of  the  first  States  to  humanely  control 
our  medicaid  and  other  health  expenditures,  and  that  was  really 
due  to  Commissioner  Berman  and  his  work  as  New  York  States 
Health  Commissioner.  And  if  he  can  do  half  as  well  with  housing. 
New  York  State  housing  would  be  in  a  lot  better  shape. 

Mr.  BsRitfAN.  Thank  you  and  thank  you  for  your  support.  I  want 
to  again,  reiterate,  Mr.  Chairman,  that  we  have  watched  Chuck 
and  we  know  others  come  in  and  take  the  limelight,  whether  it  is 
in  Wabash  or  somewhere  else,  and  we  are  proud  to  be  a  part  with 
and  work  with  Chuck  and  his  staff. 

Chairman  Gonzalez.  Thank  you,  very  much,  Mr.  Berman.  We 
deeply  appreciate  the  time  you  have  donated  and  your  presence. 
And  your  presentation  was  exceedingly  helpful  and  very  well  done. 
And  we  are  very  grateful  to  you  and  we  will  continue  an  associ- 
ation and  communication  with  you. 

And  thank  you,  Ms.  Knepper. 

Mr.  Berman.  Thank  you,  again,  Mr.  Chairman.  And  again  we 
want  to  continue  to  be  supportive  of  you  because  you  have  taken 
what  could  be  a  dismal  area  and  kept  the  light  of  hope  lit.  So 
thank  you. 

Mr.  Frank.  Mr.  Chairman,  I  would  like  to  thank  Mr.  Berman 
and  the  other  New  Yorkers  for  letting  me  come  to  their  hearing 
today.  [Laughter.] 

Chairman  Gonzalez.  Well,  we  will  recognize  the  next  p£tnel  and 
apologize  to  them.  We  were  shifted  to  this  room  at  the  last  minute, 
and  therefore,  it  limited  our  ability  to  present  more  than  three  wit- 
nesses at  one  time. 

So,  now  we  can  have  three  and  we  are  going  to  recognize  Dr. 
Henry  B.  Schechter,  director  of  the  Office  of  Housing  and  Mone- 
tary Policy  of  the  American  Federation  of  Labor  and  Congress  of 
Industrial  Organizations. 

We  have  Mr.  Leon  N.  Weiner,  president  of  the  National  Housing 
Conference:  and  Mr.  Richard  K.  Helmbrecht,  president  of  the 
Council  of  State  Housing  Finance  Agencies. 

Mr.  Evans,  of  course,  being  from  Delaware  and  Mr.  Weiner  being 
from  Delaware,  I  was  going  to  say  that  unless  one  of  the  witnesses 
has  a  time  problem,  mat  we  intended  to  recognize  Mr.  Schechter 
first  and  then  proceed  clockwise.  But  since  we  nave  Mr.  Evans,  we 
will  give  him  the  opportunity  to  introduce  Mr.  Weiner.  He  is  your 
constituent,  obviously. 

Mr.  Evans.  Not  only  is  he  a  constituent  of  mine,  Mr.  Chairman, 
but  he  has  also  been  a  friend  for  a  long,  long  time.  He  happens  to 
be  a  Democrat  and  I  happen  to  be  a  Itepublican,  but  we  are  verv 
friendly  on  many  issues.  We  see  eye-to-eye  on  some  issues.  General- 
ly specudng,  we  are  concerned  about  the  housing  industry.  We  are 
concerned  about  the  economy.  We  believe  that  it  can  come  back, 
and  I  think  that  we  have  a  responsibility  here  in  Congress  to  assist 
in  a  way  that  is  equitable.  I  think  the  economic  recovery  program 
is  fundamentally  sound,  but  it  is  only  going  to  work  if  everyone 


Digitized  by  VjOOQ IC 


1068 

feels  that  they  are  pulling  their  weight  and  not  someone  else's. 
And  we  should  not  ask  any  segment  of  our  community  to  bear  an 
inordinate  responsibility  in  the  fight  against  inflation  and  high  in- 
terest rates  and  unemployment. 

The  housing  industry  has  led  us  into  recession  and  historically  it 
has  led  us  out  of  the  recession,  and  I  think  we  have  a  responsibility 
to  help.  1  hope  we  can  help  in  a  way  that  will  not  aggravate  an 
already-bloated  deficit,  and  help  in  a  way  that  is  fair.  And  I  have 
some  questions  later  on,  Mr.  Chairman,  for  each  of  the  witnesses, 
but  1  appreciate  very  much  your  yielding  to  me. 

And  1  might  also  say  that  Mr.  Weiner  is  not  only  president  of  the 
National  Housing  Conference,  but  he  is  past  president  of  the  Na- 
tional Association  of  Home  Builders.  He  is  a  very  well-respected 
builder  in  our  area,  not  only  in  the  State  of  Delaware  but  through- 
out our  region  and  throughout  the  country. 

Chairman  Gonzalez.  Thank  you  very  much.  Congressman;  we 
deeply  appreciate  that. 

Without  any  further  ado,  we  recognize  the  preeminent  Dr. 
Schechter,  who  has  on  many  occasions  helped  us  and  appeared 
here,  and  we  thank  you  once  again. 

STATEMENT  OF  HENRY  B.  SCHECHTER,  DIRECTOR,  OFFICE  OF 
HOUSING  AND  MONETARY  POLICY,  AMERICAN  FEDERATION 
OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 

Mr.  Schechter.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  1  appreciate  the  opportunity  to  present  before  you  the 
views  of  the  AFL-CIO  on  H.R.  5731  and  H.R.  5568.  The  AFL-CIO 
has  been  calling  for  actions  to  move  the  country  out  of  the  home 
building  and  financing  crisis  which  is  aggravating  the  national 
housing  shortage,  increasing  unemployment  and  prolonging  the  re- 
cession. Chairman  Gonzalez  and  Chairman  St  Germain  are  to  be 
commended  for  introducing  these  two  bills  which  move  in  the  right 
direction. 

In  H.R.  5731,  continuation  of  loan  guarantees  for  localities  and  of 
the  section  312  rehabilitation  loan  program,  instead  of  allowing 
those  programs  to  be  phased  out,  will  help  to  preserve  urban  neigh- 
borhoods €uid  the  older  housing  stock. 

Title  n  of  the  bill  provides  necessary  support  for  ongoing  assisted 
housing  programs  and  for  programs  that  would  help  preserve  the 
stock  of  assisted  low-income  housing.  Thus,  authority  would  be  pro- 
vided to  support  new  construction  units  under  the  public  housing 
and  Indian  housing  programs,  €uid  additional  units  for  the  elderly 
and  handicapped  under  section  202.  These  programs  serve  the 
neediest  low-income  families  and  should  be  continued. 

The  provision  of  adequate  operating  subisidies  €uid  modernization 
authority  for  the  public  housing  program  represents  a  prudent 
policy.  The  old  public  housing  projects  whose  capital  bonds  have 
been  amortized,  provide  low-income  housing  at  a  comparatively  low 
annual  per  unit  subsidy  cost.  This  is  a  tremendous  public  invest- 
ment. 

Title  n  would  also  provide  authority  to  support  about  35,000  ad- 
ditional section  8  existing  housing  units.  In  order  to  avoid  inflation- 
ary pressure,  such  authority  should  be  made  available  only  in  mar- 


Digitized  by  VjOOQ  IC 


1069 

kets  where  there  is  an  adequate  supply  of  the  size  of  units  needed 
by  families  eligible  to  receive  existing  section  8  housing  assistance 
in  that  community. 

The  main  new  thrust  for  assisted  housing  production  comes  in  a 
two-part  program.  Part  A  would  permit  activation  of  a  section 
235(q)  program  under  which  families  with  incomes  up  to  130  per- 
cent of  looed  median  income  would  be  eligible.  In  1980,  based  on  the 
national  average,  about  a  $27,000  income  would  have  been  eligible. 
Pa3mnients  by  buyers  could  be  as  low  as  on  a  mortgage  loan  with  an 
effective  interest  rate  of  9^  percent.  There  would  be  $3.5  billion  in 
budget  authority  to  support  the  financing  of  an  estimated  100,000 
homeownership  units  with  an  average  subsidy  of  $35,000  over  a  10- 
year  period. 

Part  B  would  be  a  new  rental  housing  program  with  subsidy  as- 
sistance targeted  to  market  €u-eas  of  greatest  need.  A  given  amount 
of  subsidy  could  be  used  flexibly  by  the  State  or  local  governments 
in  a  variety  of  delivery  forms.  Total  budget  authority  of  $1.3  billion 
would  be  authorized  to  support  an  estimated  50,000  to  100,000 
units.  If  75,000  units  were  produced,  the  average  per  unit  subsidy 
amount  would  be  about  $17,500  over  15  years. 

Twenty  percent  of  the  units,  an  estimated  15,000,  would  have  to 
be  reserved  for  families  with  incomes  not  above  80  percent  below 
the  loK^  median.  In  1980,  the  national  average  level  of  that  income 
would  have  been  $17,000.      . 

Part  A  and  Part  B  together  would  provide  an  estimated  175,000 
units,  of  which  15,000  would  be  for  those  with  incomes  below  80 
percent  of  median  and  160,000  for  people  with  higher  incomes. 
Equity  requires— and  the  AFL-C30  urges— that  budget  authority 
to  support  Part  B  for  rental  housing  should  be  increased  substan- 
tially and  made  available  for  the  lower  income  component. 

Another  area  in  which  H.R.  5731  would  halt  the  movement 
toward  zero  program  levels  is  in  rural  housing.  New  construction 
units  would  be  added  under  the  low-income  homeownership  assist- 
ance program  and  also  units  under  the  rural  rental  housing  pro- 
gram. The  program  levels  deserve  approval.  There  should  be  disap- 
proval, however,  of  the  section  402  provision  that  would  increase 
the  percentage  of  income  that  must  be  paid  as  rent  by  a  tenant  in 
an  assisted  unit  from  25  to  30  percent. 

The  proposed  emergency  mortgage  relief  program  in  title  VU 
would  help  many  unemployed  homeowners  avert  the  loss  of  their 
homes.  For  reasons  indicated,  the  danger  of  widespread  foreclo- 
sures is  imminent.  This  is  a  reasonable  program  which,  in  all  like- 
lihood, would  result  in  little  or  no  cost  to  the  Government,  and 
would  provide  stability  to  a  real  estate  market  which  otherwise 
could  have  a  far-reachmg  collapse  in  values. 

One  of  the  eligibility  requirements  of  the  mortgage  relief  pro- 
gram, however,  is  that  mortgage  pa3mnients  must  be  at  least  90  oays 
delinquent.  This  should  be  changed  to  30  days  or  60  days,  since 
there  are  a  number  of  States  in  which  mortgage  foreclosure  pro- 
ceedings may  be  instituted  when  mortgage  pa3mnients  are  delin- 
quent for  less  than  90  dajrs. 

Enactment  of  the  Home  Mortgage  Capital  Stability  Act,  H.R. 
5568,  also  would  be  prudent  in  the  national  interest.  It  would  pro- 
vide assurance  against  a  wholesale  collapse  of  thrift  institutions  by 
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providing  them  with  guarantees  of  reserves  equal  to  as  much  as  2 
percent  of  assets.  This  would  prevent  a  loss  of  confidence  in  the  de- 
pository institutions  and  allow  them  to  restructure  their  portfolios 
toward  a  more  sustainable  basis. 

One  of  the  requirements  for  an  institution  that  receives  guaran- 
tees under  the  program  is  that  not  less  than  50  percent  of  its 
annual  net  new  deposits  shall  be  used  to  issue  mortgages.  However, 
net  new  deposits  would  be  defined  ''as  determined  by  subtracting 
from  deposits  each  year  the  total  amount  of  withdrawals  and  of  in- 
terest and  dividends  credited  each  year." 

In  tables  published  r^ularly  by  the  Federal  Home  Loan  Bank 
Board,  new  deposits  received  minus  new  deposits  withdrawn  is 
shown  as  net  new  deposits  received,  and  the  latter  figure  plus  in- 
terest credited  is  shown  as  net  deposit  gain.  That  accepted,  appro- 
priate concept  should  be  used  in  determining  the  amount  of  lunds 
that  would  become  available  as  investment  stated  as  follows:  "New 
deposits  received  plus  amount  of  interest  and  dividends  credited 
each  year,  minus  the  total  amounts  of  withdrawals."  That  would 
assure  a  more  meaningful  flow  of  funds  into  residential  mortgajges. 
Under  the  proposed  definition  in  the  bill,  the  assisted  institutions 
could  end  up  with  no  need  to  invest  in  mortgages,  even  in  a  year 
with  a  substantial  positive  net  inflow  of  deposits. 

Also,  to  fulfill  the  objective  of  aiding  homebuilding,  the  option 
for  assisted  institutions  to  meet  one-half  of  their  required  mortgage 
investments  through  the  purchase  oF  mortgage-backed  securities 
should  be  amended  to  provide  that  the  mortgages  coUateraliadng 
the  securities,  as  well  as  the  securities  themselves,  should  have 
been  originated  after  the  effective  date  of  the  act. 

With  the  recommended  changes,  H.R.  5568  would  be  an  effective 
statute  to  sustain  the  viability  of  many  troubled  savings  and  loan 
associations  for  a  period,  and  support  some  revival  of  homebuilding 
insofar  as  mortgage  mone^  currently  would  be  made  available  for 
loans  at  about  12  percent  interest  rates.  However,  even  at  tiiose  in- 
terest rates,  a  high  proportion  of  middle-income  families  could  not 
afford  to  purchase  homes.  There  is  also  a  likelihood  of  a  return  to 
higher  interest  rates  in  the  event  of  an  incipient  economic  recov- 
ery. 

There  is  no  apparent  willingness  by  the  administration  or  the 
Federal  Reserve  to  cease  sole  reliance  on  the  tight  money,  hi^h  in- 
terest rate  policy  as  an  anti-inflation  weapon,  even  thouffh  it  has 
repeatedly  led  to  more  inflation,  depression  in  homebuilding,  and 
economic  recession.  H.R.  5568  does  not  address  itself  to  the  broader 
problem  of  a  credit  policy  to  r^uce  interest  rates,  a  necessity  for 
adequate  housing  production  and  economic  growth. 

The  need  for  controlled  credit  availability  without  economically 
crippling  interest  rates  can  be  addressed  under  the  Credit  Control 
Act  of  1969,  which  presently  is  scheduled  to  expire  at  the  end  of 
June  1982.  Since  both  the  long-term  viability  of  the  thrift  institu- 
tions and  the  ability  of  the  housing  industry  to  meet  national  hous- 
ing needs,  can  be  affected  by  exercise  of  the  authority  in  the  Credit 
Control  Act  of  1969,  and  it  is  in  the  jurisdiction  of  your  committee; 
I  urge  you  to  make  permanent  or  extend  that  act. 

Thank  you.  That  is  my  summary.  I  hope  ttie  entire  statement 
will  be  in  the  record. 
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[Mr.  Schechter's  prepared  statement,  on  behalf  of  the  American 
Federation  of  Labor  and  Congress  of  Industrial  Oi^anizations,  fol- 
lows:] 

Testimofiy  of  Henry  ft*  Schediter 

DirectoTv  Office  of  Housing  and  Monetary  Policy 

American  Federation  of  Labot  and  Congress  of  industrial  Organizations 

on  the  Housing  and  Community  Development  Amendments  of  1982  (H.R.  5751) 

and  the  Home  Mortgage  Capital  StabiUty  Act  (H.iL  336S) 

Before  the  Sulxommittee  on  Housing  and  Community  Development  of  the 

VS.  House  of  Representatives  Committee  on  Banking*  Finanooy  and  Urban  Affairs 

March  23»  19S2 


SUMMARY 

I  appreciate  the  opportunity  to  present  before  you  the  views  of  the  AFL-CIO 
on  H.R.  5731  and  H.R.  556S.  The  AFL-CIO  has  been  calling  for  actions  to  move  the 
country  out  of  the  home  building  and  financing  crisis  which  is  aggravating  the 
national  housing  shortage,  increasing  unemployment,  and  prolonging  the  recession. 
Chairman  Gonzalez  and  Chairman  St  Germain  are  to  be  commended  for  introducing 
these  two  bills  which  move  in  the  right  direction. 

In  H.R.  5731,  continuation  of  loan  guarantees  for  localities  and  of  the  Section 
312  rehabilitation  loan  program,  instead  of  allowing  those  programs  to  be  phased 
out,  will  help  to  preserve  urban  neighborhoods  and  the  older  housing  stock. 

Title  H  of  the  bill  provides  necessary  support  for  ongoing  assisted  housing 
programs  and  for  programs  that  would  help  preserve  the  stock  of  assisted  low- 
income  housing.  Thus,  authority  would  be  provided  to  support  19,000  new  construction 
units  under  the  public  housing  and  Indian  housing  programs  and  an  additional  16,000 
units  for  the  elderly  and  handicapped  under  the  Section  202  program  in  fiscal  year 
1983.  These  programs  serve  the  neediest  low-income  families  and  should  be  continued. 
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The  provision  of  adequate  operating  subsidies  and  modernization  authority  for  the 
public  housing  progrann  represents  a  prudent  policy.  The  old  public  housing  projects, 
whose  capital  bonds  have  been  amortized,  provide  low-income  housing  at  a  comparatively 
very  low  annual  per  unit  subsidy  cost. 

Title  n  would  also  provide  authority  to  support  about  35,000  additional  Section 
8  existing  housing  units.  In  order  to  avoid  inflationary  pressures,  such  authority 
should  be  made  available  only  in  markets  where  there  is  an  adequate  supply  of  the 
size  of  units  needed  by  families  who  would  be  eligible  to  receive  existing  Section  S 
housing  assistance  in  that  community. 

Moderate-income  home  ownership  assistance  is  supported  by  authority  for 
about  10,000  units  under  the  regular  Section  235  program  for  families  with  incomes 
up  to  95  percent  of  the  local  median  income.  The  home  owner's  effective  interest 
rate  may  be  paid  down  to  as  low  as  4  percent. 

The  main  new  thrust  for  assisted  housing  production  comeS  in  a  two-part 
program.  Part  A  would  permit  activation  of  a  Section  235(q)  program,  under  which 
families  with  incomes  up  to  130  percent  of  local  median  income  would  be  eligible. 
In  1980,  based  on  the  national  median  income,  about  a  $27,000  income  would  be 
eligible.  Payments  by  buyers  could  be  as  low  as  on  a  mortgage  loan  with  an  effective 
interest  rate  of  9h  percent.  There  would  be  $3.5  billion  in  budget  authority  to 
support  the  financing  of  an  estimated  100,000  home  ownership  units,  units  with  an 
average  subsidy  of  $35,000  per  unit  over  a  ten  year  period. 

Part  B  would  be  a  new  rental  housing  program,  with  subsidy  assistance  targeted 
to  market  areas  of  greatest  need.  A  given  amount  of  subsidy  could  be  used  flexibly 
by  the  state  or  local  governments  in  a  variety  of  delivery  forms.  Total  budget 
authority  of  $1.3  billion  would  be  authorized  to  support  an  estimated  50  to  100 
thousand  units.  If  75,000  units  were  produced,  the  average  per  unit  subsidy  amount 
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would  be  about  $17,500  per  unit  over  fifteen  years.  Twenty  percent  of  the  units,  an 
estimated  15,000,  would  have  to  be  reserved  for  families  with  incomes  up  to  SO 
percent  below  the  local  median.  In  19S0,  the  national  average  level  of  that  income 
would  have  been  $17,000.  Part  A  and  B,  together,  would  provide  an  estimated  175,000 
units  of  which  15,000  would  be  for  those  with  incomes  below  SO  percent  of  median 
and  160,000  for  people  with  higher  incomes.  Equity  requires,  and  the  AFL-CIO 
urges,  that  budget  authority  in  support  of  Part  B,  for  rental  housing,  should  be 
increased  substantially  and  made  available  for  the  lower  income  component. 

Another  area  in  which  H.R.  5731  would  halt  the  movement  toward  zero  program 
levels  is  in  rural  housing.  About  41,000  new  construction  units  would  be  added  under 
the  low-income  home  ownership  assistance  program  and  about  16,000  under  the 
low-income  rural  insured  rental  assistance  housing  program.  Such  program  levels 
deserve  full  approval.  There  should  be  disapproval,  however,  of  the  Section  (»02 
provision  that  would  increase  the  percentage  of  income  that  must  be  paid  as  rent 
by  a  tenant  in  an  assisted  unit  from  25  to  30  percent. 

The  proposed  Emergency  Mortgage  Relief  program  in  Title  VI  would  help 
many  unemployed  home  owners  avert  the  loss  of  their  homes.  In  a  period  of  high 
and  rising  unemployment,  with  mortgage  payments  absorbing  an  unusually  high 
proportion  of  income  among  younger  home  owners,  the  danger  of  widespread  foreclosures 
is  imminent.  This  is  a  reasonable  program  which  would  in  all  likelihood  result  in  no 
cost  to  the  government  and  would  provide  stability  to  a  real  estate  market  which 
otherwise  could  have  a  collapse  in  values  that  would  destabilize  the  home  building 
industry  and  the  economy  for  many  months  to  come. 

One  of  the  eligibility  requirements  of  the  mortgage  relief  program,  however, 
is  that  mortgage  payments  must  be  at  least  90  days  delinquent.  This  should  be 
changed  to  30  days  or  60  days,  since  there  are  a  number  of  states  in  which  mortgage 
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foreclosure  proceedings  may  be  instituted  when  mortgage  payments  are  delinquent 
far  less  than  90  days. 

Enactment  of  the  Home  Mortgage  Capital  Stability  Act  (H.R.  556S)  would  be 
prudent  in  the  national  interest.  It  would  provide  assurance  against  a  wholesale 
collapse  of  thrift  institutions  by  providing  them  with  guarantees  of  reserves  equal 
to  2  percent  of  assets.  This  would  prevent  a  loss  of  confidence  in  depository 
institutions  and  allow  them  to  restructure  their  portfolio  toward  a  more  sustainable 
basis. 

In  order  to  discourage  a  reduction  of  the  mortgage  portfolio  prior  to  the  time 
that  assistance  by  the  institution  is  sought,  at  the  end  of  the  proposed  subsection 
13(hX2XC)  of  the  Federal  Deposit  Insurance  Act,  the  following  proviso  should  be 
added:  **provided  that  the  percentage  of  assets  consisting  of  such  mortgages  Is  not 
less  than  SO  percent  of  what  was  the  comparable  percentage  on  the  effective  date 
of  the  Home  Mortgage  Capital  Stability  Act." 

One  of  the  requirements  for  an  institution  that  receives  guarantees  under  the 
program  is  that  not  less  than  50  percent  of  its  annual  net  new  deposits  shall  be  used 
to  issue  mortgages.  However,  **net  new  deposits'*  would  be  defined  **as  determined 
by  subtracting  from  deposits  for  each  year  the  total  amount  of  withdrawals  and  of 
interest  and  dividends  credited  each  year."  In  tables  for  deposit  flows  of  FSLIC- 
insured  associations  published  regularly  by  the  Federal  Home  Loan  Bank  Board, 
New  Deposits  Received  minus  New  Deposits  Withdrawn  is  shown  as  Net  New  Deposits 
Received,  and  the  latter  figure  plus  Interest  Credited  is  shown  as  Net  Deposit 
Gain.  That  accepted,  appropriate  concept  of  annual  "net  new  deposits"  should  be 
used  in  determining  the  amount  of  funds  that  would  become  available  for  Investment, 
stated  as  follows:    "new  deposits  received  plus  amount  of  interst  and  dividends 
credited  each  year  minus  the  total  amounts  of  withdrawals."  That  would  assure  a 
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more  meaningful  flow  of  available  funds  into  residential  mortgages  than  under  tKe 
proposed  definition.  Otherwise,  as  indicated  in  details  in  my  full  statement,  the 
assisted  institutions  could  end  up  with  no  need  to  invest  in  mortgages,  even  in  a 
year  with  a  substantial  positive  net  inflow  of  deposits. 

Also,  in  order  to  fulfill  the  objective  of  aiding  home  building,  the  option  for 
assisted  institutions  to  meet  one-half  of  their  required  mortgage  investments 
through  the  purchase  of  mortgage  backed  securities,  should  be  amended  to  provide 
that  the  mortgages  collateralizing  the  securities,  as  well  as  the  securities 
themselves,  should  have  been  originated  after  the  effective  date  of  the  Home 
Mortgage  Capital  Stability  Act. 

With  the  recommended  changes,  H.R.  5568  would  be  an  effective  statute  to 
sustain  the  viability  of  many  troubled  savings  and  loan  associations  for  a  period  and 
support  some  revival  of  home  building  insofar  as  mortgage  money  would  be  made 
available  for  loans  at  about  12  percent  interest  rates.  However,  even  at  those 
interest  rates,  a  high  proportion  of  middle-income  families  could  not  afford  to 
purchase  homes.  There  is  also  a  likelihood  of  a  return  to  higher  interest  rates  in 
the  event  of  an  incipient  economic  recovery. 

There  is  no  apparent  willingness  by  the  Administration  or  the  Federal 
Reserve  to  supplement  reliance  on  the  tight-money,  high  interest  rate  policy,  even 
though  it  has  repeatedly  led  to  more  inflation,  depression  in  home  building,  and 
economic  recession.  H.R.  556S  does  not  address  itself  to  the  broader  problem  of  a 
credit  policy  to  reduce  interest  rates,  a  necessity  for  adequate  housing  production 
and  economic  growth.  The  need  for  controlled  credit  availability  without 
economically  crippling  interest  rates  can  be  addressed  under  the  Credit  Control 
Act  of  1969  which  presently  is  scheduled  to  expire  at  the  end  of  June  1982.  Since 
both  the  long-term  viability  of  the  thrift  institutions  and  the  ability  of  the  housing 
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industry  to  meet  national  housing  needs  can  be  affected  by  exercise  of  the 
authority  in  the  Credit  Control  Act  of  1969  and  it  is  in  the  jurisdiction  of  your 
committee,  I  urge  you  to  make  permanent  or  extend  that  Act. 


I  appreciate  the  opportunity  to  present  before  you  the  views  of  the  AFL-CIO 
on  H.R.  5731  and  H.R.  556S.  They  are  much  needed,  positive  Initiatives  to  deal 
with  the  home  building  and  home  financing  crisis  which  threatens  to  atrophy  our 
housing  supply  and  to  lead  to  widespread  financial  instability,  greater  unemployment, 
and  prolongation  of  the  economic  recession.  The  AFL-CIO  has  been  calling  for 
actions  to  counteract  these  trends  and  alleviate  the  social  and  economic  hardship 
that  has  developed.  Chairman  Gonzalez  and  Chairman  St  Germain  are  to  be  commefMM 
for  introducing  the  two  bills  which  move  in  the  right  direction. 

The  Housing  and  Community  Development  Amendments  of  19S2  (H.R.  3731) 
would  provide  authority  for  a  greatly  needed  positive  program  to  stimulate  production 
of  decent  housing  for  those  who  otherwise  cannot  afford  it.  The  AFL-CIO  has 
endorsed  such  housing  production  assistance  to  alleviate  the  worsening  housing 
shortage  and  high  unemployment  caused  by  the  continued  depressed  level  of  housing 
production.  The  bill  would  also  provide  continued  authority  for  certain  community 
development  and  housing  rehabilitation  activities  that  will  help  preserve 
neighborhoods.  Finally,  It  would  establish  an  Emergency  Mortgage  Relief  program 
which  is  currently  needed  to  prevent  the  loss  of  homes  by  thousands  of  home  owners 
in  this  period  of  extended  recession,  high  unemployment,  and  cutbacks  in  the  number 
who  may  receive  extended  unemployment  insurance  payments. 
Community  Development 

The  continuation  of  authority  in  Section  101  for  19S3  loan  guarantees  under 
Section  108(a)  of  the  Community  Development  Act  will  facilitate  public  capital 
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impfovcnwiits  by  croihling  cities  to  bun'ow  in  advance  for  mmwi  ly  acquisitlQns 
with  debt  cMigatiQns  to  be  repaid  from  enlMwiced  tax  revenues.  It  will  su|iport 
viable  community  development  programs  in  a  number  of  localities.  Economic 
development  at  the  local  level  will  also  be  encouraged  by  authorizing  the  small 
amoun  made  available  to  the  Neighborhood  Reinvestment  Corporation  to  support  a 
growing  movement  for  neighborhood  self-help  economic  development*  The  proposed 
authorization  for  continuation  of  Section  312  rehabilitation  loans,  in  contrast  to  the 
Administratiorfs  proposal  to  terminate  the  program  in  fiscal  year  1983*  >s  ^ 
recognition  of  the  need  to  provide  assistance  for  the  preservation  of  the  existing 
housing  stock.  That  is  being  accomplished  under  the  Section  312  loan  program  through 
the  below-market  interest  rate  loans  that  are  made  available  for  housing  occupied 
by  people  of  limited  income. 
OtHBoinK  Agisted  Housing  Pluwams 

Title  n  of  the  bill  provides  necessary  support  for  ongoing  assisted  housing 
programs  and  for  programs  that  would  help  preserve  the  stock  of  assisted  low- 
income  housing.  Thus,  authority  would  be  provided  to  support  19,000  new  construction 
units  under  the  public  housing  and  fridian  housing  programs  and  an  additional  16,000 
units  for  the  elderly  and  handicapped  under  the  Section  202  program  In  fiscal  year 
19S3.  These  programs  serve  the  neediest  low-income  families  and  should  be  continued. 

Because  of  the  need  and  also  because  it  represents  a  valuable  public  investment, 
the  provision  of  adequate  operating  subsidies  ($1.6  billion)  and  modernization 
authority  ($1.7  billion)  for  the  public  housing  program  represents  a  prudent  policy. 
Including  any  operating  subsidies  and  modernization  costs  that  have  to  be  amortized, 
the  old  public  housing  projects  whose  capital  bonds  have  been  amortized,  l.e.,  the 
mortgage  has  been  paid  off,  provide  low-income  housing  at  a  comparatively  very 
low  annual  per  unit  subsidy  cost. 
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Another  authorization  contained  in  Title  n  that  would  help  preserve  the  existing 
housing  stock  would  be  the  authority  for  operating  assistance  for  troubled  multifamlly 
housing  projects  under  assisted  housing  programs.  The  AFL-CIO  also  wishes  to 
underline  its  strong  endorsement  for  continuation  of  authority  for  GNMA  special 
assistance  and  tandem  plan  mortgage  commitments  and  purchases. 

Title  U  would  also  provide  authority  that  would  support  approximately  35y000 
additional  units  under  the  Section  8  existing  housing  program,  as  well  as  about 
76,000  to  be  converted  from  other  assisted  housing  programs.  At  this  point,  I  wish 
to  jump  ahead  for  a  moment  to  a  provision  in  the  new  Title  HI,  Part  B,  Multifamlly 
Housing  Program.  Under  that  program  the  Secretary  of  HUD  is  wisely  directed  to 
select  projects  for  assistance  on  the  basis  of  criteria  which  include  'the  extent  to 
which  the  project  or  projects  described  in  the  application  reduce  the  severe  shortage 
of  decent  rental  housing  opportunities  in  the  area  for  families  and  individuals  without 
other  reasonable  and  affordable  housing  alternatives  in  the  private  market.**  Those 
are  also  the  types  of  markets  in  which  it  is  counterproductive  and  creates  inflationary 
pressures  to  increase  effective  demand  for  rental  housing  by  issuing  authority  for 
leasing  of  existing  units  under  the  Section  S  program.  In  order  to  guide  the  Secretary 
to  use  his  alternative  program  tools  to  fit  local  market  conditions,  the  use  of 
authority  for  existing  Section  S  housing  should  also  be  conditioned  on  the  basis  of 
local  market  situations.  Such  authority  should  be  made  available  only  in  markets 
where  there  is  an  adequate  supply  of  the  size  of  units  needed  by  families  who  would 
be  eligible  to  receive  existing  Section  8  housing  assistance  in  that  community. 
That  requirement  should  be  added  by  an  appropriate  amendment  in  Section  201. 
Housing  Production  Programs 

Title  in  contains  authorization  to  support  10,000  more  new  home  purchases  by 
families  with  incomes  up  to  95  percent  of  median  income  under  the  regular  Section 
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235  proc^vn  which  has  an  interest  rale  for  the  home  buyer  which  may  be  as  low  as 
^  percent.  It  will  serve  moderate-income  buyers  in  need  of  housing. 

The  main  new  intiative  for  assisted  low-  and  moderate-income  housii^  production 
is  also  to  be  found  in  Title  m  of  the  bill.  Title  m,  Part  A  of  the  biU  would  permit 
activation  of  the  Section  235(q)  home  ownership  assistance  program  by  providing 
contract  authority  for  annual  payments  up  to  an  aggregate  amount  of  $350  million 
for  ten  years  and  aggregate  obligational  budget  authority  of  up  to  $3.5  billion.  It  is 
contemplated  that  the  interest  payments  siteidies  which  would  be  made  available 
with  this  contract  authority  would  support  the  purchase  of  up  to  100,000  homes. 
Eligible  buyers  could  have  incomes  of  up  to  130  percent  of  the  area  median  income. 
That  would  be  about  $27,000,  based  on  a  19S0  national  median  of  $21,000.  The  subsidy 
could  be  used  to  reduce  the  payments  that  have  to  be  made  by  the  home  owner  for 
principal,  interest,  insurance,  and  taxes  to  that  amount  which  the  mortgagor  would 
have  to  pay  on  a  level  paynrtent,  FHA-insured  mortgage  loan  bearing  a  ^h  percent 
annual  interest  rate.  The  subsidy  could  not  exceed  the  difference  between  the 
latter  payment  amount  and  the  payment  that  would  be  required  at  the  regular  PHA 
mortgage  interest  rate,  currently  15>&  percent,  or  the  difference  between  such  payment 
and  25  percent  of  the  mortgagor's  income.  A  program  of  this  type  is  desirable  at 
this  time  to  stimulate  the  production  of  housing  which  can  meet  middle-income 
needs. 

A  rental  housing  program  is  proposed  in  Part  B  of  Title  m.  State  or  local 
government  agencies  would  work  with  private  developers  under  this  program.  The 
state  or  local  government  agencies  would  be  the  applicants  for  assistance  for  specific 
projects  to  be  built.  There  will  be  a  given  amount  of  subsidy  for  a  project  which 
could  be  passed  on  to  the  developer  in  the  form  of  a  single  capital  grant,  a  loan,  a 
rent  subsidy  to  be  used  over  time,  or  a  loan  for  purchase  of  land.  Local  government 
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contributions  in  kind  or  in  cash  would  be  encouraged,  according  to  direction  to  the 
Secretary  of  HUD  to  give  preference  to  project  applications  showing  such  local 
participation  or  other  local  contributions  such  as  land  or  tax  exempt  financing. 
Funds  would  be  targeted  to  areas  with  severe  housing  shortages,  as  indicated  earlier* 
At  least  20  percent  of  the  units  in  a  project  would  have  to  be  kept  available  for 
occupancy  of  households  with  incomes  that  are  not  over  SO  percent  of  the  median. 
Referring  again  to  the  national  family  median  income  of  $21,000  in  1980,  twenty 
percent  of  the  units  would  have  to  be  reserved  for  families  with  incomes  of  up  to 
about  $17,000  on  a  national  average,  for  a  period  of  13  years.  There  would  be  a 
total  authorization  of  $1.3  billion  and  an  estimate  that  with  these  funds  the  program 
could  support  50,000  to  100,000  units  depending  on  the  various  other  factors  involved. 
It  should  be  noted  that  there  is  no  income  limitation  for  SO  percent  of  the  unit 
occupants  in  the  program  although  all  units  are  to  be  for  families  or  individuals 
without  other  reasonable  and  affordable  housing  alternatives  in  the  private  market. 
Assuming  for  the  moment  that  73,000  units  can  be  produced  under  the  rental 
housing  program,  between  the  Title  III  home  ownership  and  rental  housing  programs, 
a  total  of  173,000  assisted  housing  units  could  be  supported  of  which  approximately 
1 3,000  would  be  for  families  with  incomes  below  SO  percent  of  median,  and  160,000 
units  would  be  for  families  with  higher  incomes.  Under  the  rental  housing  program^ 
again  assuming  73,000  units,  the  average  maximum  per  unit  subsidy  would  be  about 
$17,300  compared  with  $33,000  for  the  home  ownership  units.  Assuming  that  for 
the  20  percent  of  units  reserved  for  low-income  families  the  average  subsidy  was 
about  $20,000,  it  would  leave  an  average  of  $13,000  for  the  remaining  60,000  rental 
housing  units.  We  need  both  home  ownership  and  rental  types  of  housing  for  people 
who  cannot  afford  to  pay  for  decent  housing.   As  a  matter  of  equity,  however, 
there  should  be  an  increase  in  authority  for  support  of  the  rental  housing  program 
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which  would  house  at  least  some  people  with  incomes  below  80  percent  of  median. 
With  additional  assistance  authority,  it  would  be  possible  to  require  that  a  more 
significant  percentage  than  20  percent  of  the  new  rental  program  units  should  be 
occupied  by  people  of  lower  income,  and  there  would  be  a  better  possibility  of 
producing  100,000  rental  units  instead  of  a  possibility  that  only  75,000  would  be 
produced.  I  strongly  urge,  therefore,  that  as  a  matter  of  need  and  equity  there  be 
additional  authorization  for  the  new  rental  housing  program,  to  be  added  to  the 
part  that  is  reserved  for  households  with  incomes  below  SO  percent  of  median. 
Rural  Housinn 

Another  area  in  which  H.R.  5731  would  halt  the  movement  toward  zero  program 
levels  is  in  rural  housing.  Title  IV  would  provide  authorization  to  support  existing 
levels  of  effort  for  rural  housing  programs.  This  is  in  sharp  contrast  to  the 
reduction  of  over  70  percent  from  1982  recommended  in  the  President's  proposed 
budget  for  fiscal  year  1983.  Even  the  current  program  level  for  units  that  would  be 
added  by  the  bill  would  meet  only  a  small  fraction  of  the  need  for  housing  of  low- 
income  people  in  the  credit-short  rural  areas  served  by  Farmers  Home  Administration 
programs.  About  41,000  new  construction  units  would  be  added  under  the  low- 
income  home  ownership  assistance  program  and  about  16,000  under  the  low-income 
rural  insured  rental  assistance  housing  program.  Such  program  levels  deserve  full 
approval. 

There  should  be  disapproval,  however,  of  the  Section  (»02  provision  that  would 
increase  the  percentage  of  income  that  must  be  paid  as  rent  by  a  tenant  in  an  assisted 
unit  fronrl  25  to  30  percent.  The  rationale  given  is  to  conform  with  requirements  of 
HUD-assisted  programs,  but  such  conformity  could  be  achieved  by  reverting  to  a  25 
percent  maximum  in  the  HUD-assisted  low-income  programs.  The  latter  course 
would  offset  some  of  the  other  take-backs  from  support  for  low-income  people. 
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Title  V  contains  the  program  extension  authorization  for  FHA  mortgage  insuranoa 
programs  and  GNMA  mortgage-backed  security  guarantees,  both  of  which  are  needed 
to  help  finance  housing  in  an  uncertain  credit  climate. 
EmerjBency  MortKage  Relief 

The  proposed  Emergency  Mortgage  Relief  program  in  Title  VI  would  help 
many  unemployed  home  owners  avert  the  loss  of  their  homes.  In  a  period  of  high 
and  rising  unemployment,  with  mortgage  payments  absorbing  an  unusually  high 
proportion  of  income  among  younger  home  owners,  the  danger  of  widespread  foreclosures 
is  imminent.  The  delinquency  loan  ratio  published  by  the  Federal  Home  Loan  Bank 
Board  is  already  at  a  relatively  high  level.  The  foreclosure  rate  had  been  rising 
sharply  in  19S1.  For  example,  the  percentage  of  the  number  of  mortgages  held  by 
FSLIC-insured  savings  and  loan  associations  that  were  foreclosed  during  the  first 
half  of  1981  was  .0S3  percent,  up  from  .05(»  percent  two  years  earlier.  In  terms  of 
the  number  of  foreclosures  in  these  associations,  the  number  of  foreclosures  in  the 
first  half  of  1981  was  13,083  compared  with  8,364  two  years  earlier. 

The  program  of  mortgage  relief  payments  under  Title  VI  would  become  effective 
when  the  Federal  Home  Loan  Bank  Board  published  delinquency  ratio  for  amounts 
of  outstanding  mortgages  60  days  delinquent  averaged  1.3  percent  or  higher  monthly 
for  three  consecutive  months.  It  was  above  1.3  percent  in  the  last  four  months  of 
1981  and  had  been  rising.  Relief  payments,  that  would  be  repayable  loans,  could  be 
made  only  to  owners  who  occupy  a  housing  unit  with  a  non-FHA-insured  mortgage 
as  their  principal  residence  and  who  have  incurred  a  large  income  drop  through  no 
fault  of  their  own.  (HUD  can  assist  those  with  FHA-insured  mortgages.)  An  eligible 
owner  would  have  to  be  unable  to  correct  the  delinquency  and  resume  full  payment 
without  assistance. 
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The  HUD  Secretary  who  would  administer  the  program  would  have  to  determine 
that  emergency  payments  are  needed  to  avoid  foreclosure  and  that  the  boriowet 
would  be  able  to  resume  fuU  mortgage  payments  2^  months  after  assistance  begins 
or  when  assistance  ends;  it  could  end  after  12  months  in  the  discretion  of  the  Secretary. 
Another  eligibility  requirement  is  that  mortgage  payments  must  be  at  least  90  days 
delinquent.  This  should  be  changed  to  30  or  60  days*  since  in  some  states  foreclosure 
proceedings  may  be  instituted  after  delinquency  for  such  period.  The  assistance 
payments  could  be  up  to  the  amount  of  principal,  interest,  taxes,  assessments, 
ground  rent,  hazard  insurance,  and  lenders  expenses  in  connection  with  payments  or 
repayments.  Under  the  program,  the  assisted  home  owner  could  be  required  to  pay 
interest  on  funds  loaned  to  him  at  a  maximum  rate  equal  to  the  rate  on  mortgages 
insured  under  the  National  Housing  Act.  The  Secretary  of  HUD  would  have  the 
right  to  foreclose  and  bid  for  purchase  on  any  property  in  connection  with  assistance 
that  has  been  provided.  This  is  a  reasonable  program  which  would  in  all  likelihood 
result  in  no  cost  to  the  government  and  would  provide  stability  to  a  real  estate 
market  which  otherwise  could  have  a  collapse  in  values  that  would  destabilize  the 
home  building  industry  and  the  economy  for  many  months  to  come. 
The  Home  liortgage  Capital  Stability  Act 

Enactment  of  the  Home  Mortgage  Capital  Stability  Act  (H.R.  556S)  would  be 
prudent  in  the  national  interest.  It  would  provide  assurance  against  a  wholesale 
collapse  of  thrift  institutions  by  providing  them  with  guarantees  of  reserves  equal 
to  2  percent  of  assets.  This  guaranteed  safety  margin  would  prevent  a  loss  of  confidence 
in  depository  institutions  and  allow  them  to  restructure  their  portfolio  toward  a 
more  sustainable  basis.  It  would  also  be  prudent  because  it  would  slow  down  the 
drain  of  funds  from  the  insurance  funds  of  the  Federal  Deposit  Insurance  Corporation 
and  the  Federal  Savings  and  Loan  Insurance  Corporation.  In  the  process,  specialized 
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residential  mortgage  lending  institutions  would  be  kept  operative  and  could  help  in 
restoring  home  building  to  a  level  that  could  begin  to  catch  up  with  meeting  the 
housing  needs  of  the  country.  To  help  meet  that  objective,  by  facilitating  a  flow  of 
funds  that  could  be  used  in  residential  mortgage  financing,  certain  amendments  to 
the  proposed  legislation  and  related  legislative  actions  will  be  recommended. 

The  Home  Mortgage  Capital  Stability  Act  would  avoid  unnecessary  federal 
outlays.  Guarantees,  payable  only  if  failures  occur,  would  be  extended  to  those 
institutions  that  have  a  weakened  capital  base;  that  is,  those  with  net  worth  equal 
to  less  than  2  percent  of  assets.  Furthermore,  they  would  have  had  to  sustain  losses 
recently  for  two  consecutive  quarters.  Not  less  than  20  percent  of  the  loan  portfolio 
of  a  qualifying  bank  or  savings  and  loan  association  could  consist  of  mortgages 
secured  by  properties  with  one-to-four  family  units  or  by  condominiums  or  cooperatives. 
In  connection  with  the  latter  requirement,  in  order  to  discourage  a  reduction  of  the 
mortgage  portfolio  prior  to  the  time  that  assistance  by  the  institution  is  sought,  at 
the  end  of  the  proposed  subsection  13(hX2XC)  of  the  Federal  Deposit  Insurance  Act, 
the  following  proviso  should  be  added:  '^provided  that  the  percentage  of  assets 
consisting  of  such  mortgages  is  not  less  than  SO  percent  of  what  was  the  comparable 
percentage  on  the  effective  date  of  the  Home  Mortgage  Capital  Stability  Act.** 

Included  among  the  other  desirable  features  of  H.R.  556S  are  requirements 
that  an  institution  being  assisted  would  have  to  provide  quarterly  reports  on  condition 
to  the  lending  agency;  and  during  the  period  in  which  it  has  a  guarantee  in  effect, 
not  less  than  30  percent  of  its  annual  net  new  deposits  shall  be  used  to  issue  mortgages. 
However,  "net  new  deposits'*  would  be  defined  "as  determined  by  subtracting  from 
deposits  for  each  year  the  total  amount  of  withdrawals  and  of  interest  and  dividends 
credited  each  year."  In  tables  for  deposit  flows  of  FSLIC-insured  associations  published 
regularly  by  the  Federal  Home  Loan  Bank  Board,  New  Deposits  Received  less  deposits 
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withdrawn  is  shown  as  Net  New  Deposits  Received,  and  the  latter  figure  plus  Interest 

Credited  is  shown  as  Net  Deposit  Gain.  There  would  seem  to  be  no  justification  for 

subtracting  the  amount  of  interest  and  dividends  credited  during  the  year,  which 

become  deposit  account  funds  available  for  loans.  The  accepted,  more  appropriate 

definition  of  annual  **net  new  deposits**  for  determining  the  amount  of  funds  that         • 

would  become  available  for  investment  would  be  **new  deposits  received  plus 

amount  of  interest  and  dividends  credited  each  year  minus  the  total  amounts  of 

withdrawals.**  That  would  assure  a  more  meaningful  flow  of  available  funds  into 

residential  mortgages  than  under  the  proposed  definition,  which  would  subtract 

instead  of  adding  a  substantial  amount  of  new  loanable  funds.  Such  funds  should  be 

included  among  net  new  deposits,  of  which  50  percent  would  have  to  be  used  to 

issue  new  residential  mortgages. 

The  difference  in  definitions  would  make  a  tremendous  difference  in  the  base 

for  required  mortgage  investment  by  assisted  institutions.  To  illustrate,  in  19S0,  all 

FSLIC-insured  savings  and  loan  associations  had  the  following  experience,  as  published 

by  the  Federal  Home  Loan  Bank  Board: 

New  Deposits  Received  $424,177,000,000 

New  Deposits  Withdrawn  » 13.509.000.000 

Net  New  Deposits  Received  10,66S,000,000 

Interest  Credited  30,2SS,000,000 

Net  Deposit  Gain  40,956,000,000 

If  all  of  the  insured  associations  had  received  assistance  under  H.R.  556S  in 

19S0,  with  the  definition  of  '*net  new  deposits**  proposed  therein,  the  net  new 

deposits  would  have  been  negative  (-$19.6  billion),  and  the  associations  would  not 

have  been  required  to  invest  any  funds  in  residential  mortgages.  On  the  other  hand, 

if  the  accepted,  more  logical  definition  were  used,  the  associations  would  have  had 

to  invest  50  percent  of  almost  $41  billion  in  residential  mortgages.  The  proposed 
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definition  of  "net  new  deposits"  should  be  changed  to  the  accepted  definition  that  I 
have  indicated,  which  is  the  same  as  the  one  that  has  been  used  traditionally  by  the 
Federal  Home  Loan  Bank  Board. 

The  bill  would  also  require  that  the  mortgages  to  be  made  with  the  50  percent 
of  new  net  deposits  should  be  secured  by  either  one-to-four  family  residential 
structures  or  individual  units  in  a  condominium  or  cooperative  project  and  that  it 
be  made  to  first-time  home  buyers.  The  mortgages  also  would  have  to  be  made 
bearing  an  interest  rate  not  greater  than  1  percent  above  the  average  cost  of  funds 
to  the  institution  and  in  amount  no  greater  than  the  amount  permitted  in  the  regular 
Section  203  FHA-insured  home  loan  program. 

It  is  understandable  and  desirable  that  the  mortgage  loans  to  be  made  should 
be  restricted  as  to  amount  and  interest  rate  spread  so  that  they  can  serve  first- 
time  home  buyers.  However,  many  younger  families  in  need  of  housing  will  not  be 
able  to  afford  to  own  a  home  even  under  such  terms  and  will  be  seeking  rental 
housing.  There  is  also  a  great  shortage  of  rental  housing  in  many  areas  and  a 
continuing  increase  in  conversions  of  apartments  to  condominiums  which  restricts 
the  rental  housing  supply.  In  the  interest  of  encouraging  a  more  balanced 
composition  of  housing  production  and  supply,  it  is  recommended  that  an  institution 
receiving  assistance  should  also  be  permitted  to  use  up  to  25  percent  of  its  net  new 
deposits  to  finance  multif amily  housing  projects  which  would  provide  rental  units 
with  monthly  rentals  comparable  to  monthly  housing  expenditures  that  would  be 
required  for  the  type  of  single-family  units  to  be  provided  for  first-time  home 
buyers. 

The  fulfillment  of  a  requirement  that  an  assisted  institution  must  devote  50 
percent  of  its  net  new  deposits  to  residential  mortgages  is  greatly  diluted  by  the 
proposed  subsection  13(hX2XEXiv)  of  the  FDIC  Act.  This  would  permit  an  assisted 
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institution  to  satisfy  tip  to  30  percent  of  the  required  mortgage  lending  by 
purchasing  mortgage  badced  securities  which  have  l>een  issued  after  the  date  on 
which  the  assisted  institution  receives  assistance.  While  the  securities  would  have 
to  have  been  issued  after  that  date,  there  is  no  requirement  that  the  mortgages 
,  against  which  the  secisritles  are  Issued  should  have  been  Issued  after  that  date. 
Consequently,  the  assisted  institution  investing  in  such  mortgage-backed  paper  may 
be  purchasing  paper  that  was  secured  by  mortgages  Issued  in  prior  years  that  would 
not  necessarily  contribute  to  support  for  additional  residential  mortgage  financing. 
It  could  result  in  only  23  percent  of  the  net  new  deposits  being  used  for  mortgage 
financing  which  would  support  additional  housing. 

It  is  recommended,  therefore,  that  in  the  aforementioned  clause  (iv)  after  the 
word  **securitie8"  the  balance  of  the  clause  be  changed  to  reads  **issued  after  the 
date  on  which  the  insured  bank  receives  assistance  under  this  subsection  for  the 
first  time  and  backed  by  mortgages  described  in  clause  three  that  were  made  after 
that  date.** 

Changes  similar  to  all  of  the  aforementioned  recommended  changes  should 
also  be  made  in  section  2(b)  of  the  bill  dealing  with  amendments  to  the  National 
Housing  Act  which  would  be  applicable  to  institutions  insured  by  the  Federal 
Savings  and  Loan  Insurance  Corporation. 

The  FDIC  or  PSUC  would  purchase  from  an  assisted  institution  capital  notes 
bearing  an  interest  rate  related  to  the  average  yield  on  Treasury  securities  of 
comparable  maturities.  This  should  provide  the  institutions  with  a  lower  rate  than 
when  borrowing  from  Federal  Home  Loan  banks  and  facilitate  a  profitable 
operation. 

With  the  recommended  changes,  H.R.  336S  would  be  an  effective  statute  to 
sustain  the  viability  of  many  troubled  savings  and  k>an  associations  for  a  period  and 
support  some  revival  of  home  building  insofar  as  mortgage  money  would  be  made 
available  for  toans  at  about  a  12  percent  interest  rate. 
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However,  even  at  tKose  interest  rates,  a  high  proportion  of  middle-incofne 
families  could  not  afford  to  purchase  homes.  There  is  also  a  likelihood  of  a  return 
to  higher  interest  rates  in  the  event  of  an  incipient  economic  recovery.  This  would 
raise  the  cost  of  money  to  thrift  institutions  and  lead  to  higher  mortgage  interest 
rates  even  among  assisted  institutions.  Furthermore,  the  institutions  that  do  not 
need  assistance,  as  well  as  various  other  sources  of  funds,  would  most  likely 
demand  higher  mortgage  interest  rates  as  market  interest  rates  rose. 

There  is  no  apparent  willingness  by  the  Administration  and  Federal  Reserve 
to  supplement  the  tight-money,  high  interest  rate  policy  of  fighting  inflation,  even 
though  it  repeatedly  leads  to  more  inflation,  depression  in  home  building,  and 
economic  recession.  H.R.  9568  does  not  address  itself  to  the  broader  problem  of  a 
credit  policy  to  reduce  interest  rates.  The  broader  problem  of  controlled  credit 
availability  without  economically  crippling  interest  rates  can  be  addressed  under 
the  Credit  Control  Act  of  1969  which  presently  is  scheduled  to  expire  at  the  end  of 
3une  1982.  The  implementation  of  credit  control  authority  in  1980  helped  to  bring 
interest  rates  down  rapidly,  to  reverse  a  decline  in  home  building,  and  to  get 
economic  recovery  under  way.  Other  countries  have  successfully  used  similar 
credit  regulation.  Since  both  the  long-term  viability  of  the  thrift  institutions  and 
the  ability  of  the  housing  industry  to  meet  national  housing  needs  can  be  affected 
by  exercise  of  the  authority  in  the  Credit  Control  Act  of  1969  and  it  is  in  the 
jurisdiction  of  your  full  committee,  I  urge  you  to  act  to  make  permanent  or  extend 
that  Act. 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Schechter.  We 
next  recognize  Mr.  Weiner. 

STATEMENT  OF  LEON  N.  WEINER,  PRESIDENT,  NATIONAL 
HOUSING  CONFERENCE 

Mr.  Weiner.  Thank  you,  Mr.  Chairman,  and  thank  you.  Con- 
gressman Evans.  We  come  from  the  little  State  of  Delaware  where 
we  have  had  to  live  and  work.  It  is  smaller  than  many  suburbs  of 
New  York  City  or  even  burroughs  of  New  York  City,  in  terms  of 
population. 

Mr.  ScHUMER.  You  are  getting  all  of  our  banks. 

Mr.  Weiner.  We  are  trying  hard  to  get  banks.  We  are  going  to 
Massachusetts  and  Maryland. 

Mr.  MrrcHELL.  You  have  been  forbidden  to  cross  the  border  into 
the  State  of  Maryland,  so  do  not  bother. 

Mr.  Weiner.  It  is  very  difficult  to  get  from  Delaw£u:e  to  Washing- 
ton unless  I  go  through  Maryland,  Congressman  Mitchell. 

Mr.  MrrcHELL.  That  is  the  idea. 

Mr.  Weiner.  I  would  say  that  Congressman  Evans  is  serving  in 
the  best  traditions.  He  has  been,  for  a  long  time,  the  minority  side 
of  the  Housing  Subcommittee.  I  think  of  Congressman  Widnall  and 
the  tremendous  contributions  that  he  made,  and  Congressmen 
Stanton  and  Green  and  others,  who  have  really  been  concerned 
with  housing. 

He  indicated  that  I  was  a  Democrat  and  he  was  a  Republican.  I 
would  like  to  just  simply  modify  it  a  little  bit.  My  politics  is  hous- 
ing and  has  been  housing  for  the  last  35  years,  and  I  certainly  sup- 
port Republican  or  Democratic  proposals  and  Congressmen  who  £ure 
concerned  with  the  questions  of  housing,  and  I  think  Tom  knows 
that,  as  do  many  others. 

I  am  here  before  you  as  president  of  the  National  Housing  Con- 
ference. I  have  with  me  Bob  MalakofF,  who  is  our  newly  elected  na- 
tional executive  vice  president.  Some  of  you  may  have  known  Mr. 
MalakofF  when  he  served  over  on  the  staff  of  the  Housing  Subcom- 
mittee in  the  U.S.  Senate,  and  we  £ure  delighted  to  have  him.  And 
Carl  Coan,  who  has  been  our  legislative  counsel. 

I  will  not  go  into  an  elaboration  of  what  tlie  National  Housing 
Conference  is,  because  I  think  most  of  you  know  that  it  is  a  broad 
umbrella  organization  that  has  been  active  in  the  field  of  housing 
for  a  long  time. 

In  the  interest  of  brevity,  Mr.  Chairman,  I  am  going  to  read  my 
remarks. 

Chairman  Gonzalez.  Certainly.  Without  objection,  so  ordered. 

Mr.  Weiner.  And  if  I  appear  to  be  low  keyed,  as  I  was  criticized 
for  being,  on  a  program  with  Congressman  Schumer  on  the 
McNeil-Lehrer  show,  tiiey  told  me  that  I  was  extremely  low-keyed 
and  they  thought  the  fire  had  gone  out.  Let  me  simply  say  the  situ- 
ation is  just  that  grave  that  I  think  it  cannot  be  handled  with  the 
usual  vigor  and  needs  to  be  looked  at  a  little  more  seriously. 

The  hearing  £ure  being  held,  as  you  know,  at  a  time  of  consider- 
able distress  m  the  economy  in  general  and  for  housing  in  particu- 
lar. The  Nation  is  in  a  serious  recession  and  housing  is  in  a  depres- 
sion and  we  have  been  there  since  1979,  when  the  Federal  Reserve 
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Board  did  that  magic  jump  of  1  percent  in  its  discount  rate  on  that 
famous  Black  Friday,  October  6.  In  fact,  the  housing  industry  is 
probably  in  its  worst  condition  since  the  1930's,  with  housing  starts 
for  7  months  in  a  row  under  1  million  units  on  an  annualize  basis 
and  for  most  of  that  time  under  900,000  units. 

At  the  same  time,  we  have  a  great  pent-up  demand  for  both  own- 
ership and  rental  housing,  which  is  going  unmet.  Those  most  af- 
fected by  this  situation  are  those  least  shle  to  afford  it,  the  Na- 
tion's low-  and  moderate-income  families  and  the  elderly. 

Construction  unemployment  is  approaching  20  percent.  Some  of 
the  statistics  from  the  State  of  Delaware  on  housing  starts  for  the 
first  2  or  3  months  of  1982  are  absolutely  shockm^,  because  in 
1980,  for  example,  there  were  about  200  units  in  the  first  2  months, 
and  in  1981  there  were  about  130,  and  right  now  there  £ure  30  units. 
Thirty  permits  that  have  been  taken  out  for  starts  in  the  entire 
State. 

Builders  of  housing  of  all  types  are  going  broke  by  the  hundreds. 
Many  families  are  nnding  it  increasingly  difficult  to  keep  their 
mortgage  payments  up,  as  delinquencies  have  risen  significantly  in 
recent  months. 

Normally,  when  things  turn  this  bad  in  the  economy,  and  in 
housing  especially,  the  Federal  Government  undertakes  to  resusci- 
tate housing  and,  through  it,  the  economy  in  general,  and  calls  on 
the  housing  industry  to  lead  us  out  of  a  recession.  Unlike  the  past 
recessions  since  World  War  II,  we  have  yet  to  see  any  such  effort  to 
remedy  today's  problems,  although  the  beginnings  £ure  appearing  in 
the  Congress  itself. 

The  administration  so  far  has  only  proposed  or  undertaken  ac- 
tions which,  frankly,  at  this  point  would  further  depress  the  hous- 
ing industry.  They  have  announced  plans  to  reduce  the  present 
pipeline — the  word  was  eliminate  rather  than  reduce;  a  little 
stronger  I  believe — of  approved  but  uncompleted  low-  and  moder- 
ate-income housing  units  b^  300,000,  and  HUD  has  undertaken  a 
series  of  administrative  actions  to  assure  that  this  300,000-unit  re- 
duction is  accomplished. 

The  very  limited  amount  of  housing  assistance  approved  in  the 
HUD  Appropriations  Act  for  this  fiscal  year  would  also  be  deci- 
mated by  the  administration,  which  is  seeking  a  rescission  of  $9.4 
billion  in  budget  authority  and  proposing  to  use  over  $7  billion  of 
fiscal  1982  budget  authority  to  switch  existing  rent  supplement 
units  to  the  section  8  program,  whether  needed  or  not.  Tne  result 
of  all  of  this,  if  approved  by  the  Congress,  would  be  practically  no 
addition  to  the  supply  of  housing  for  the  lower  income  people. 

The  administration  has  also  proposed  practically  no  additional 
housing  assistance  for  fiscal  year  1983,  but  instead  has  indicated  it 
will  seek  a  further  rescission.  It  has  further  announced  its  inten- 
tion to  seek  substantial  cutbacks  in  rural  housing  and  in  the  basic 
FHA  and  GNMA  programs. 

It  was  in  this  atmosphere  of  retreat,  from  a  50-year  history  of  af- 
firmative Federal  efforts  to  improve  the  housing  of  the  American 
people,  that  the  National  Housing  Conference  held  its  51st  annual 
meeting  last  week.  The  conference  was  formed  in  1931,  specifically 
to  work  for  the  achievement  of  the  opportunity  of  a  decent  home 
for  every  American.  And  incidentally,  in  our  founding  we  were 
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stimulated  by  that  now-famous  housing  conference  that  President 
Herbert  Hoover  called  on  December  4, 1931. 

Because  Mr.  Hoover  recognized  the  nature  of  the  crisis,  the  need 
for  housing  for  the  American  people,  the  need  for  doing  something 
cdx)ut  it,  the  seeds  of  the  Home  Loan  Bank  Board  Act  were  brought 
forth  from  that  conference — ultimately,  FHA  public  housing  and  a 
whole  series  of  programs.  We  cannot  seem  to  le£um  from  the  histo- 
ry of  50  years  ago  and  seem  to  be  going  down  that  same  path  of 
trying  to  get  Federal  participation  completely  out  of  the  field  of 
providing  shelter  for  the  American  people. 

This  became  a  national  housing  policy  in  1949  in  that  year's 
housing  act,  and  has  been  reaffirmed  by  Congress  several  times 
since.  While  efforts  to  meet  that  goal  have  had  their  ups  and 
downs  over  the  past  30  years,  never  have  we  seen  such  a  calculated 
plan  to  withdraw  from  this  Federal  conunitment,  as  has  now  been 
laid  before  the  Nation. 

The  National  Housing  Conference,  therefore,  in  its  resolutions 
adopted  last  week,  called  for  a  recommitment  from  the  Federal 
Government  to  an  active  role  in  housing  and  to  meeting  the  hous- 
ing needs  of  this  Nation.  We  also  recognize  that  we  are  faced  with 
a  period  of  severe  budgetary  constraints  and  with  projected  deficits 
in  the  $100-billion-plus  range,  deficits  which  just  a  few  years  ago 
would  have  been  unimaginable  and,  therefore,  have  structured  our 
proposals  accordingly. 

Tiie  resolutions  and  a  statement  on  the  1982  housing  crisis  adopt- 
ed at  our  annual  meeting  £ure  attached.  And  we  would  like  to 
submit  those  for  the  record.  You  will  note  that  the  resolutions  basi- 
cally call  for  nmintaining  the  very  minimal  level  of  assistance  con- 
tained in  the  HUD  and  the  Farmers  Home  Appropriation  Acts  for 
this  year,  and  continuing  at  at  least  that  level  in  fiscal  year  1983. 
These  levels  are  far  less  than  what  is  needed,  but  at  least  they  rep- 
resent a  recognition  that  we  must  continue  to  endeavor  to  meet  the 
housing  needs  of  those  with  low  and  moderate  income. 

Our  resolutions  also  call  for  the  Federal  Government  to  under- 
take such  other  actions  and  efforts  as  may  be  needed  to  assure  an 
adequate  fiow  of  mortgage  credit  at  affordable  interest  rates.  And  I 
do  not  mean  17  percent  and  I  do  not  mean  15  percent,  and  I  do  not 
mean  13  percent.  What  is  affordable  at  this  point,  if  we  are  going 
to  house  any  proportionate  share  of  the  American  people,  is  that 
we  have  to  see  interest  rates  come  down  to  8  and  9  percent,  where 
they  can  match  the  incomes  and  the  ability  of  people  to  pay.  There 
is  a  great  deal  of  doubt  whether  we  are  going  to  see  them  ever  get 
down  that  low. 

Whatever  reduction  in  interest  rates  that  will  take  place,  it  is  of 
absolute  critical  concern  that  there  be  one;  I  am  not  goins  to  ad- 
dress some  of  the  other  questions  which  I  just  heard  Dr.  Schechter 
introduce — ^but  certainly,  I  believe  some  of  them  make  a  lot  of 
sense  in  terms  of  looking  at  the  problem. 

I  will  not  try  to  list  each  of  the  resolutions.  However,  I  would 
like  to  highlight  some  of  their  m^jor  features.  There  are  a  number 
of  other  policies  that  the  housing  conference  has  stood  for,  and  for 
the  first  time  in  50  years  we  £u:e  not  hancUng  out  an  encyclopedia 
of  150  or  200  pages  listk^  all  of  our  policies.  Policies  such  as  our 
strong  conunitment  to  affirmative  action  and  toward  open  occupan- 
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cy  and  freedom  of  choice;  policies  calling  for  meeting  our  national 
housing  goals  and  of  qualiiying  or  specifying  what  they  £ure,  and  so 
forth,  still  remain  part  of  our  overall  program,  although  we  recog- 
nize the  fiscal  restraints. 

FHrst  and  most  important,  we  urge  the  Congress  to  reiect  the  pro- 
posed rescission  of  funds  appropriated  for  fiscal  year  1982.  Second, 
we  urge  the  Congress  to  take  such  actions  as  may  be  necessary  to 
permit  construction  to  start  on  the  tens  of  thousands  of  section  8 
and  other  HUD-assisted  housing  units,  which  are  ready  to  go  to 
construction  but  cannot  because  of  a  lack  of  affordable  mortgage 
financing  and  outrageously  high  interest  rates  now  confronting 
housing. 

If  this  means  that  additional  GNMA  tandem  funds  must  be  pro- 
vided, then  we  urge  that  those  funds  be  provided  now  for  at  least 
all  of  those  projects  which  participated  in  the  recent  lottery  held 
by  GNMA  and  failed  to  be  funded.  This  would  permit  construction 
of  almost  60,000  units  to  get  underway  within  2  to  3  months  of  the 
funds  being  provided.  And  I  do  not  need  to  spell  out  for  you  what 
that  would  mean  in  terms  of  reducing  the  unemployment  in  con- 
struction, or  starting  to  reduce  that  unemployment,  and  getting  the 
guys  back  to  work. 

We  also  urge  that,  if  HUD  is  unable  or  unwilling  to  make  rea- 
sonable adjustments  to  its  financing  acUustment  factor  regulations 
for  those  section  8  projects  planning  to  use  tax-exempt  fmandng, 
Congress  make  those  adjustments  for  HUD.  At  a  minimum,  the 
present  June  1,  1982,  start  of  construction  date  must  be  extended 
to  at  least  the  end  of  the  fiscal  year  and  an  interest  rate  of  up  to  14 
percent  should  be  authorized  for  the  FAF.  It  seems  to  me  that  the 
free  market  is  simplv  telling  us  that  the  present  12-percent  limit  is 
not  going  to  work.  If  we  believe  in  the  tree  market  and  if  we  be- 
lieve in  supply-side  economics,  then  I  think  certainly,  we  need  to 
take  a  good  look  at  that  one. 

Congress  should  further  direct  HUD  to  cease  its  arbitrary  admin- 
istrative actions  designed  to  kill  section  8,  existing  section  8,  and 
public  housing  projects.  These  actions  have  taken  me  form  of  unre- 
alistic deadlines  for  the  conmiencement  of  construction,  deadlines 
which  do  not  recognize  the  realities  of  the  mortgage  market;  of  re- 
fusal to  recognize  real  cost  increases  since  funds  were  first  reserved 
for  a  project,  but  instead  to  permit  only  an  arbitrary  7%  percent 
annual  cost  increase;  and  even  of  refusing  to  permit  reserved  funds 
to  be  switched  from  one  reservation  cat^ory  to  another,  where  fi- 
nancing might  be  more  feasible. 

I  would  just  Sliest  that  we  look  at  the  Defense  Department  and 
its  M'l  tank.  When  it  discovered  that  the  tank  had  too  fragile  a 
transmission  system,  it  found  it  necessary  to  build  a  bulldozer  that 
would  run  along  with  that  tank  in  order  to  dig  a  hole  for  the  tank 
when  it  got  up  to  the  front  lines,  that  I  know  a  little  bit  about  bull- 
dozers; since  I  happen  to  be  a  builder  and  in  construction  all  my 
life. 

In  1978,  the  bulldozer  cost  $200,000.  In  1981,  last  year,  it  had 
risen  to  $900,000.  I  see  by  the  papers  last  week  that  that  bulldozer 
is  now  $1.25  million.  I  have  not  heard  anybody  screaming  about  the 
kind  of  cost  overruns  that  the  Defense  Department  continues  to 
ask  for.  At  the  same  time,  they  are  trying  to  limit  us  to  a  7%-per- 
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cent  annual  cost  increase,  during  this  high  inflationary  period 
when  the  cost  of  construction  went  through  the  ceiling. 

I  think  it  is  clearly  and  obviously  a  method  to  justify  the  state- 
ment that  we  want  to  fund  the  entu^  pipeline  if  it  is  economically 
feasible.  It  is  not  economically  feasible  at  a  7%-percent  annual 
rate,  if  you  are  sitting  with  a  section  8  job  that  has  been  waitinjg 
for  3  years  to  get  either  zoning  or  to  get  HUD  approvals  or  to  wait 
until  the  FAF  was  approved  last  year,  which  took  almost  a  year,  or 
which  sweated  it  out  m  a  lottery  for  the  existing  GNMA  funds. 

In  the  situation  of  switching  funds  to  another  category,  the 
premise  is  that  HUD's  computer  is  set  up  so  as  to  count  the  switch 
as  a  cancellation  in  the  first  category  and  the  authorization  of  new 
units  in  the  second  category,  which  would  be  contrary  to  HUD's 
promise  to  0MB  not  to  authorize  any  new  section  8  units.  In  other 
words,  HUD  seems  dedicated  to  not  producing  housing,  not  finding 
w^s  to  make  things  work  in  these  very  difficult  times. 

We  also  call  in  our  resolutions  for  continued  funding  of  present 
housing  pn^ams  in  1983,  at  least  at  the  levels  approved  for  1982. 
That  is,  without  the  rescissions.  We  recognize  mat  some  have 
raised  questions  about  the  efficacy  of  many  of  the  existing  housing 
assistance  programs.  We  also  recognize  that  there  £ure  various  pro- 
posals floating  around  to  switch  housing  assistance  to  a  voucher 
program  or  to  a  block  grant  program,  or  to  some  other  method 
which  allegedly  will  be  less  costly  than  the  present  methods. 

I  heard  the  HUD  General  Deputy  Assistant  Secretary  for  Hous- 
ing, speaking  to  a  public  housing  group  last  year,  appeal  to  the 
people  who  were  in  the  development  of  public  housing.  Why  don't 
you  keep  the  cost  of  public  housing  down  to  the  section  8  cost  of 
construction?"  I  thought  it  was  a  very,  very  beautiful  note  to  point 
out  that  somewhere  or  other  we  get  very  confused  when  we  talk 
about  what  programs  we  £ure  involved  in. 

We  sympathize  with  efforts  to  reduce,  where  reasonably  possible, 
the  cost  of  assisted  housing.  But,  we  strongly  oppose  stopping  pres- 
ent programs  until  new  and  effective  replacement  programs  £u:e  de- 
veloped and  operational.  Many  of  the  members  of  this  committee, 
who  have  been  here  for  a  while,  know  that  from  the  day  a  new  pro- 
gram is  authorized,  from  the  day  the  money  is  allocated,  that  it 
will  take  4,  5  years  before  we  learn  how  to  wrestle  with  it,  how 
HUD  people  can  make  it  work  in  terms  of  their  processing,  and 
how  the  private  sector  can  finally  bring  it  into  the  field. 

Unfortunately,  the  administration  has  not  yet  come  forward  with 
the  particulars  of  its  housing  legislative  proposals  for  this  year, 
other  than  we  know  they  are  talking  about  vouchers.  We  do,  how- 
ever, know  from  its  budget  proposals  what  the  basic  premises  £u:e 
on  which  this  legislation  will  be  based.  We  reject  those  premises  as 
totally  inadequate. 

The  limited  housing  voucher  program  outlined  in  the  administra- 
tion's budget  proposiQs  will  not  meet  the  housing  needs  of  the  low 
income,  nor  will  the  limited  rehabilitation  grant  program  it  has 
proposed.  While  each  of  them  has  a  place  in  the  overall  scheme  of 
constructively  trying  to  deal  with  tne  question  of  housing,  they 
cannot  be  considered  a  basic  housing  policy. 

A  complete  cessation  in  new  construction  and  substantial  reha- 
bilitation of  housing  for  the  low-  and  moderate-income  people  just 
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does  not  make  sense  at  this  time  of  historic  lows  in  the  vacancy 
rate  for  rental  housing.  This  is  especially  true  in  the  rural  areas, 
where  vacant  housing  is  usually  nothing  better  than  a  shack  with- 
out plumbing  or  other  modem  and  necessanr  amenities.  Therefore, 
we  urge  the  subcommittee  to  authorize  at  least  the  same  level  of 
housing  loans  and  grants  for  the  Farmers  Home  Administration's 
programs  as  were  provided  this  fiscal  year. 

To  call  for  a  reduction  in  the  use  of  FHA  and  GNMA  programs 
in  this  time  of  low  housing  production  and  low  housing  sales  just 
does  not  make  sense.  Instead  of  constraining  these  proven  aids  to 
the  housing  market,  we  believe  that  the  administration  and  the 
Congress  should  be  seeking  ways  to  make  them  work  more  effec- 
tively and  structuring  special  programs  to  increase  the  production 
of  much  needed  housing.  We  therefore  support  programs  which 
would  spur  the  production  of  single  family  homes  and/or  multifam- 
ily  projects  for  the  moderate  and  middle  income,  but  not  at  the  ex- 
pense at  this  time  of  further  reducing  assistance  for  the  lower 
income. 

In  this  vein,  we  should  like  to  express  our  general  support  for 
the  provisions  of  H.R.  5731  introduced  by  the  chairman  and  18 
other  members  of  the  subcommittee,  with  one  basic  reservation. 
H.R.  5731  would  basically  continue  the  housing  and  conmiimity  de- 
velopment programs  at  the  constrained  budget  levels  approved  for 
this  year.  This  we  endorse.  It  would  also  authorize  assistance  for 
two  new  programs.  The  first  of  these  would  be  a  one-time  infusion 
of  funds  into  single-family  production  through  235(q),  to  help  geft 
that  industry  off  its  back.  We  support  that  effort. 

The  other  new  program  would  be  initiation  of  an  ongoiiig  pro- 
gram to  increase  the  supply  of  rental  and  cooperative  housing.  We 
support  such  an  effort,  and  we  support  the  concept  of  requiring 
that  20  percent  of  the  units  be  reserved  for  the  lower  income.  Ana 
may  God  help  us  to  try  to  make  it  work  in  the  field,  because,  while 
I  support  the  concept,  I  have  to  tell  you  I  am  not  sure  where  we 
can  get  the  mirrors  to  do  it  with  at  the  moment. 

I  am  looking  forward  to  how  it  will  work  out  in  real  life,  when 
you  have  to  put  it  into  production  and  into  the  field. 

On  the  other  hand,  we  are  concerned  that  the  low-income  hous- 
ing that  would  be  provided  under  this  program  not  be  looked  upon 
as  a  replacement  for  section  8,  until  it  is  known  whether  this  new 
program  will  in  fact  work,  and  until  it  is  functioning  and  actually 
producing  housing. 

In  closing,  I  would  like  to  say  that  the  housing  conference  will 
continue  its  dedication  to  working  for  the  achievement  of  a  decent 
home  and  a  suitable  living  environment  for  every  American,  as 
called  for  by  Congress  in  1949.  We  urge  the  subcommittee,  Uie  fiill 
Banking  Committee,  the  House,  and  the  whole  Congress  to  rededi- 
cate  themselves  to  achieving  that  goal,  to  help  fight  against  the  re- 
treat from  that  goal  that  now  seems  to  be  under  way. 

We  have  helped  set  up  the  save  housing  coalition,  and  I  am 

f>roud  to  see  the  chairman  wearing  one  of  the  buttons.  We  are  de- 
ighted  that  he  was  able  to  come  to  our  convention,  at  which  time 
the  save  housing  coalition  really  got  started.  The  coalition  was 
formed  last  week,  and  includes,  at  least  at  this  time,  20  leading  or- 
ganizations from  all  walks  of  housing  and  housing-related  interests. 
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I  have  attached  for  your  information  the  coalition's  statement  of 
purpose  and  a  list  of  the  participating  organizations. 

I  want  to  finish  by  stressing  four  matters.  One,  housing  has  been 
cut  disproportionately.  It  hais  taken  a  more  critical  cut  in  the 
budget  than  almost  anything  else,  and  I  certainly  support  the  con- 
cern for  the  total  budget.  Housing  has  been  whacked  to  the  point 
where  I  think  we  have  to  say  stop,  get  the  cuts  somewhere  else. 
Last  year,  all  of  us  stood  silently  in  support  of  a  program  of  at- 
tempting to  establish  some  kind  of  constraints,  but  we  think  it  has 
now  reached  the  limit. 

Second,  housing  programs  mean  jobs  and  employment,  and 
bringing  the  housing  industry  back  into  production  will  affect  a 
laree  circle  of  other  industries.  That  is  important. 

Tiiird,  the  low  income  are  being  forced  to  undergo  disproportion- 
ately large  rent  increases  by  shifting  them  from  25  to  30  percent  of 
income.  Many  of  these  people  are  minorities.  Mostly  they  are 
people  who  can  least  afford  a  decrease  in  assistance,  particularly  in 
public  housing  where  they  are  now  going  to  count  food  stamps  as 
part  of  their  income. 

Finally,  the  private  homebuilding  industry  is  being  driven  out  of 
the  programs  by  the  proposals  to  rescind  the  funds  and  the  obliga- 
tions as  a  result  of  these  search  and  destrov  tactics. 

I  want  to  say  in  my  last  sentence,  and  tnis  is  not  as  president  of 
the  housing  conference.  I  happen  to  be  a  builder  and  developer.  I 
will  think  twice  before  relying  on  the  Federal  Government  or  the 
State  government  or  anybody  else  on  any  promise  to  go  out  and 
build  housing  for  low-  and  moderate-income  families  or  anybody 
else. 

I  have  in  the  field  close  to  $1.1  million  invested  in  land,  in  engi- 
neering, in  architectural  drawings,  in  commitments  that  we  have 
paid  and  are  now  being  told  that  there  aren't  enough  units,  that 
the  fund  reservations  cannot  be  amended,  and  there  isn't  going  to 
be  the  opportunity  to  fund  those  units,  and  so  on.  From  Seaford, 
Del.,  to  New  London,  Conn.,  we  are  sitting  in  a  state  of  suspension. 
We  were  asked  to  go  out  and  build  mixed  units,  20  percent  section 
8,  mix  them  with  80  percent  at  market  rent.  And  we  were  told  that 
we  would  have  tandem  money  in  order  to  make  it  market  feasible. 
There  is  none. 

Why  should  the  private  sector  have  any  confidence  at  all  in  the 
Federal  Government?  If  the  Federal  Government  made  that  kind 
of  commitment  to  the  industrial  military  defense  industry,  they 
wouldn't  sit  still  for  a  second.  Mavbe  they  are  b€mking  on  me  fact 
that  we  are  all  a  bunch  of  small  businessmen.  Maybe  they  are 
banking  on  the  fact  that  we  are  not  going  to  sue,  and  are  not  goi^g 
to  strike  back.  Maybe  they  are  banking  on  the  fact  that  after  all,  it 
is  for  low-income  people,  and  maybe  they  are  not  going  to  strike 
back. 

I  am  a  conservative.  I  am  a  real  conservative.  I  w£mt  to  conserve 
the  capitalist  system.  It  has  been  good  to  £dl  of  us.  I  want  to  con- 
serve this  political  democracy  that  we  have  in  the  United  States, 
and  I  want  to  be  sure  that  in  that  conservation  effort  we  don't 
breed  the  seeds  of  revolt,  of  unhappiness,  and  of  dismay  £md  dis- 
tress for  the  people  who  need  housing  the  most. 

Thank  you,  Mr.  Qiairman. 
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[Mr.  Weiner's  prepared  statement,  with  attachments,  on  behalf 
of  the  National  Housing  Conference,  follows:] 

STATEMENT 

OF 

THE  NATIONAL  HOUSING  CONFERENCE 

BEFORE  THE 

SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

March  23,  1982 


My  name  is  Leon  N.  Weiner  and  I  appear  here  today  as 
President  of  the  National  Housing  Conference.   We  appreciate 
this  opportunity  to  present  our  views  on  housing  legislation 
for  1982. 

These  hearings  are  being  held  at  a  time  of  considerable 
distress  in  the  economy  in  general  and  for  housing  in  particular. 
The  nation  is  in  a  serious  recession  and  housing  is  in  a 
depression.   In  fact,  the  housing  industry  is  probably  in  its 
worst  condition  since  the  1930 's,  with  housing  starts  for  seven 
months  in  a  row  under  a  million  units  on  an  annualized  basis, 
and  for  most  of  that  time  under  900,000  units. 

At  the  same  time  we  have  a  great  pent-up  demand  for  both 
ownership  and  rental  housing,  which  is  going  unmet.   Those  most 
affected  by  this  situation  are  those  least  able  to  afford  it, 
the  nation's  low  and  moderate  income  families  and  elderly. 

Construction  unemployment  is  approaching  20%,  over  double 
that  for  the  nation  as  a  whole.   Builders  of  housing  of  all 
types  are  going  broke  by  the  hundreds.   Many  feimilies  are  finding 
it  increasingly  difficult  to  keep  their  mortgage  payments  up,  as 
deliquencies  have  risen  significantly  in  recent  months. 

Normally,  when  things  turn  this  bad  in  the  economy,  amd  in 
housing  especially,  the  Federal  Government  undertakes  to 
resuscitate  housing  and  through  it  the  economy  in  general.   Unlike 
past  recessions  since  World  War  II,  we  have  yet  to  see  any  such 
effort  to  remedy  today's  problems.   The  Administration  so  far  has 
only  proposed  or  undertaken  actions  which  would  further  depress 
the  housing  industry. 

The  Administration  has  announced  that  it  plans  to  reduce  the 
present  pipeline  of  approved,  but  uncompleted,  low  and  moderate 
income  housing  units  by  300,000  and  HUD  has  undertaken  a  series  of 
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administrative  actions  to  assure  that  this  300,000-unit  reduction 
is  accomplished.   The  very  limited  amount  of  housing  assistance 
approved  In  the  HUD  Appropriations  Act  for  this  fiscal  year  would 
also  be  decimated  by  the  Administration,  which  is  seeking  a 
rescission  of  $9.4  billion  in  budget  authority  and  proposing  to 
use  over  S7  billion  of  FY1982  budget  authority  to  switch  existing 
rent  supplement  units  to  the  Section  8  program,  whether  needed  or 
not. 

The  result  of  all  this,  if  approved  by  the  Congress,  would 
be  practically  no  addition  to  the  supply  of  housing  for  the  lower 
income   The  Administration  has  also  proposed  practically  no 
adtjitional  housing  assistance  for  FY1983,  but  instead  has  indicated 
it  will  seek  a  further  rescission.   It  has  further  announced  its 
intention  to  seek  substantial  cutbacks  in  rural  housing  and  in  the 
basic  FHA  and  GNMA  programs. 

It  was  in  this  atmosphere  of  retreat,  from  a  50-year  history 
of  affirmative  Federal  efforts  to  improve  the  housing  of  the 
Aflaerican  people  that  the  National  Housing  Confetence  held  its 
Slst  Annual  Meeting  last  week.   The  Conference  was  formed  in  1931 
specifically  to  work  for  the  achievetnent  of  the  opportunity  of  a 
decent  home  for  every  American.   This  became  a  national  policy 
in  1949  in  that  year's  housing  act  and  has  been  reaffirmed  by 
Congress  several  times  since.   While  efforts  to  meet  that  goal 
have  had  their  ups  and  downs  over  the  past  30  years,  never  have 
we  seen  such  a  calculated  plan  to  withdraw  from  this  commitment  as 
has  now  been  laid  before  the  nation. 

The  National  Housing  Conference,  therefore,  in  its  resolutions 
adopted  last  week  called  for  a  recommitment  from  the  Federal 
Government  to  an  active  role  in  housing  and  to  meeting  the  housing 
needs  of  the  nation.   We  also  recognize  that  we  are  faced  with  a 
period  of  severe  budgetary  constraints,  with  projected  deficits 
in  the  $100  billion  plus  range,  deficits  which  just  a  few  years 
ago  would  have  been  unimaginable,  amd,  therefore,  have  structured 
our  proposals  accordingly. 

The  resolutions  emd  a  statement  on  the  1982  Housing  Crisis 
adopted  at  our  Annual  Meeting  are  attached.   You  will  note  that 
the  resolutions  basically  call  for  maintaining  the  very  minimal 
level  of  assista^nce  contained  in  the  ElUD  and  FmHA  appropriations 
acts  for  this  year  and  continuing  at  least  that  level  in  FY1983. 
These  levels  are  far  less  than  what  is  needed,  but  at  least  they 
represent  a  recognition  that  we  must  continue  to  endeavor  to  meet 
the  housing  needs  of  the  low  amd  the  moderate  income. 

Our  resolutions  also  call  for  the  Federal  Government  to 
vmdertake  such  other  actions  and  efforts  as  may  be  needed  to 
assure  an  adequate  flow  of  mortgage  credit  at  affordable  interest 
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rates,  so  as  to  permit  the  housing  industry  to  get  up  off  the 
floor  and  produce  the  housing  that  Americans  of  all  income  levels 
unquestionably  need.   I  will  not  endeavor  to  list  each  of  the 
resolutions  adopted  by  NHC  last  week.   However,  I  should  like  to 
highlight  some  of  their  major  features. 

First,  and  most  important,  we  urge  Congress  to  reject  the 
proposed  rescission  of  funds  appropriated  for  FY1982.   Secondly, 
we  urge  the  Congress  to  take  such  actions  as  may  be  necessary  to 
permit  construction  to  start  on  the  tens  of  thousands  of  Section  8 
and  other  HUD-assisted  housing  units,  which  are  ready  to  go  to 
construction  but  cannot  because  of  a  lack  of  affordaUsle  mortgage 
financing  and  the  outrageously  high  interest  rates  now  confronting 
housing. 

If  this  means  that  additional  GNMA  Tandem  funds  must  be 
provided,  then  we  urge  that  those  funds  be  provided  now  for  at 
least  all  those  projects  which  participated  in  the  recent  lottery 
held  by  GNMA  and  failed  to  be  funded.   This  should  permit 
construction  of  almost  60,000  units  to  get  underway  within  two 
to  three  months  of  the  funds  being  provided. 

We  also  urge  that,  if  HUD  is  unable  or  unwilling  to  make 
reasonable  adjustments  to  its  financing  adjustment  factor  regula- 
tions for  those  Section  8  projects  planning  to  use  tax-exempt 
financing.  Congress  make  those  adjustments  for  HUD.   As  a  minimum, 
the  present  June  1,  1982,   start  of  construction  date  must  be 
extended  to  at  least  the  end  of  the  fiscal  year  and  an  interest 
rate  of  up  to  14%  should  be  authorized  for  the  FAF. 

Congress  should  further  direct  HUD  to  cease  its  arbitrary 
administrative  actions  designed  to  kill  existing  Section  8  auid 
public  housing  projects.   These  actions  have  taken  the  form  of 
unrealistic  deadlines  for  the  commencement  of  construction, 
deadlines  which  do  not  recognize  the  realities  of  the  mortgage 
market;  of  refusal  to  recognize  real  cost  increases  since  funds 
were  first  reserved  for  a  project,  but  instead  to  permit  only  an 
arbitrary  7-3/4%  annual  cost  increase;  and  even  of  refusing  to 
permit  reserved  funds  to  be  switched  from  one  reservation  category 
to  another  where  fineincing  might  be  more  feasible. 

In  the  last  situation  the  premise  is  that  HUD's  computer  is 
set  up  so  as  to  count  the  switch  as  a  cancellation  in  the  first 
category  and  the  authorization  of  new  units  in  the  second  category, 
which  would  be  contrary  to  HUD's  promise  to  0MB  not  to  authorize 
any  new  Section  8  housing  units.    In  other  words,  HUD  seems 
dedicated  to  not  producing  housing,  not  to  finding  ways  to  make 
things  work  in  these  difficult  times. 

We  also  call  in  our  resolutions  for  a  continued  funding  of 
present  housing  programis  in  FY1983  at  least  at  the  levels  approved 
for  FY1982.   We  recognize  that  some  have  raised  questions  about  the 
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efficacy  of  many  of  the  existing  housing  assistanc*  programs. 
We  *Iso  recoaniie  that  there  are  various  proposals  floating  around 
to  switch  housing  assistance  to  a  voucher  program  or  to  a  block 
grant  progrsjn  or  to  some  other  method  which  alledgedly  will  be 
less  costly  thaii  present  methods.   We  sympathize  with  efforts  to 
reduce,  where  reasonably  possible,  the  cost  of  assisted  housing. 
But,  we  strongly  oppose  stopping  present  programs  until  new  and 
effective  replacement  programs  are  developed  and  operational. 

Unfortunately,  the  Administration  has  not  yet  come  forward 
with  the  particulars  of  its  housing  legislative  proposals  for  this 
year.   We  do,  however,  know  from  its  budget  proposals  -■^h^.t   the 
basic  premises  are  on  which  this  legislation  will  be  based.   We 
reject  those  premises  as  totally  inadequate.   The  limited  housing 
voucher  pro<?ram  outlined  in  the  Administration  s  budqet  proposals 
will  not  meet  the  housing  needs  of  the  low  income.   Nor  will  the 
limited  rehabilitation  gramt  program  it  has  proposed. 

A  complete  cessation  in  new  construction  and  substantial 
rehabilitation  of  housing  for  the  low  and  moderate  income  just 
does  not  make  sense  at  this  time  of  historic  lows  in  the  vacancy 
rate  for  rental  housing.   This  is  especially  true  in  rural  areas 
where  vacant  housing  is  usually  nothing  better  than  a  shack  without 
plumbing  or  other  modem  and  necessary  amenities   Therefore,  we 
urge  the  Subcommittee  to  authorize  at  least  the  same  level  of 
housing  loans  and  grants  under  the  Farmers  Home  Administration's 
programs  as  were  provided  this  fiscal  year. 

To  call  for  a  reduction  in  the  use  of  FHA  and  GNMA  programs 
in  this  time  of  low  housing  production  and  low  housing  sales  just 
does  not  make  sense.   Instead  of  constraining  these  proven  aids 
to  the  housing  market,  we  believe  that  the  Administration  and 
Congress  should  be  seeking  ways  to  make  them  work  more  effectively 
and  structuring  special  prograjns  to  increase  the  production  of  much 
needed  housing.   We,  therefore  support  progrdjiia  which  would  spur 
the  production  of  single-family  homes  and/or  niultifaunily  projects 
for  the  moderate  and  middle  income,  bat  not  at  the  expense  of 
further  reducing  assistance  for  the  lower  income. 

In  this  vein  we  should  like  to  express  our  general  support 
for  the  provisions  of  H.R.5731,  introduced  by  the  Chairman  and  18 
other  members  of  the  suDcommxttee,  with  one  basic  reservation. 
H.R.5731  would  basically  continue  the  housing  and  community  develop- 
ment programis  at  the  constrained  budget  l-^^vels  ^ppr^v^'i   for  this 
fiscal  year.   This  we  endorse    It  would  also  authorize  assistance 
for  two  new  prograuns.   The  first  of  these  would  be  a  one-time 
infusion  of  funds  into  single* fainily  production  through  235  (q)  to 
help  get  that  industry  off  its  back.   We  support  that  effort. 

The  other  new  program  would  be  initiation  of  an  ongoing  program 
to  increase  the  supply  of  rental  and  coopeative  housing.   We 


Digitized  by  VjOOQ IC 


1100 


support  such  an  effort  and  we  support  the  concept  of  requiring 
that  20%  of  those  units  be  reserved  for  the  lower  income.   On 
the  other  hand,  we  are  concerned  that  the  low-income  housing  that 
would  be  provided  under  this  prograun  not  be  looked  upon  as  a 
replacement  for  the  Section  8  prograun,  until  it  is  known  whether 
this  new  program  will  in  fact  work  and  until  it  is  functioning  and 
actually  producing  housing.   We  have  learned  too  often  over  the 
years  that  it  takes  a  substantial  time  period  for  amy  new  HUD 
prograim  to  be  put  in  place  and  for  HUD  personnel  and  those  who  will 
use  that  program  to  learn  how  the  program  functions.   We  do  not 
believe  it  is  right  that  a  working  program  such  as  Section  8  be 
stopped  until  a  new  program  is  fully  underway. 

In  closing,  I  should  like  to  say  that  the  National  Housing 
Conference  shall  continue  its  dedication  to  working  for  the 
achievement  of  "a  decent  home  and  a  suitable  living  environment 
for  every  American"  as  called  for  by  Congress  in  1949.   We  urge 
this  Subcommittee,  the  full  Banking  Committee,  the  House  and  the 
whole  Congress  to  rededicate  themselves  to  achieving  that  goal. 

To  help  fight  against  the  retreat  from  that  goal  that  now 
seems  to  be  underway,  we  have  helped  set  up  the  Save-Housing 
Coalition.   This  coalition  was  formed  last  week  and  it  includes  at 
this  time  20  leading  organizations  from  all  walks  of  housing  and 
housing- re la ted  interests.   I  have  attached  for  your  information 
the  Coalition's  statement  of  purpose  and  a  list  of  the  participating 
organizations.   We  urge  you  to  join  with  us  in  working  "to  preserve 
this  nation's  commitment  to  the  goal  of  decent,  affordable  housing 
for  all  Americans." 
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RESOLUTIONS 
Of  the 

NATIONAL  HOUSING  CONFERENCE 

March  1982 

Preamble 

The  National  Housing  Conference,  dedicated  to  the  goal 
of  meeting  the  housing  needs  of  the  nation,  reaffirms  its 
purpose  and  calls  upon  the  Congress  and  the  Administration 
this  year  to  pursue  a  program  which  will  serve  these  needs ^ 

Housing  is  a  national  concern.   The  Conference  strongly 
opposes  all  steps  to  shed  the  nation's  traditional  responsibi* 
lities  and  commitments  in  this  field  . 

It  is  not  enough  to  say  that  the  nation  as  a  whole  is 
better  housed  than  it  was  fifty  years  ago,  when  we  know  that 
at  least  eight  million  rural  and  urban  families  continue  to 
reside  in  substandard  and   overcrowded  housing.   That  there  are 
no  bread  lines  today  does  not  mean  there  is  no  need;  nor 
does  it  justify  the  failure  to  anticipate  the  exigencies  of 
tomorrow. 

This  nation's  housing  stock  is  not  forever:   it  requires 
constant  replenishment,  improvement  and  rehabilitation.  Today, 
abandonment  amd  deterioration  threaten  to  out-strip  new  con- 
struction.  The  costs  of  owning  or  renting  housing  are  outdis- 
tancing the  ability  of  all  to  pay:   young  families,  the  elderly, 
the  poor  and  the  not-so-poor.   It  is  the  responsibility 
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o£  the  Congress  and  the  President  to  respond  to  these  condi- 
tions and  to  marshall  the  resources  of  the  nation  to  recommit 
the  federal  governinent  to  an  active  role  in  housing. 

The  National  Housing  Conference  supports  budgetary  and 
other  actions  which  will  permit  the  goals  stated  in  the  follow- 
ing resolutions  to  be  achieved.   These  resolutions  have  been 
formulated  with  current  budgetary  constraints  ia  mind  and  do 
not  incorporate  all  desirable  meas\ires  to  meet  this  nation's 
housing  needs.  Nor  do  they  identify  all  of  the  tools  which  may 
be  available  to  achieve  these  goals.   Rather,  they  address 
only  the  most  fundamental  needs  which  must  be  served  on  a  con- 
tinuous and  uninterrupted  basis  and   reflect  objectives  which 
set  the  parameters  for  essential  action  by  the  federal  govern- 
ment now  and  in  the  coming  fiscal  year. 

THE  NATIONAL  HOUSING  CONFERENCE  RESOLVES  TO: 
IMMEDIATE  RELIEF 

1.  OPPOSE  current  Administration  policies  which  would  thwart 
the  will  of  Congress  by  eliminating  the  construction  of 
300,000  units  of  previously  committed  lew  and  moderate  inoonae  housing. 

2.  SUPPORT  the  extension  of  the  Financing  Adjustment  Factor 
for  tax-exempt ,  Section  8  financing  through  the  remainder  of 
FY  1982  at  a  rate  not  to  exceed  14%,  and  an  emergency  supple- 
mental appropriation  to  fund  the  FAF. 

3.  SUPPORT  the  supplemental  appropriation  of  sufficient  tandem 
funds  to  finance  projects  which  have  been  committed  and  not 
funded . 
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4.  SUPPORT  the  indefinite  extension  of  the  March  31,  1982 
deadline  for  using  authorized,  appropriated  and  uncommitted 
funds  under  the  Section  235  home  ownership  program. 

5.  OPPOSE  the  rescission  of  nearly  $10  billion  of  Section  8 
and  public  housing  funds  approved  in  the  Appropriations  Act 
for  FY  1982. 

6.  OPPOSE  the  use  of  $7.15  billion  of  FY  1982  Section  8 

and  Public  Housing  New  Construction  funds  to  convert  rent  supple- 
ment and  236/RAP  units  to  Section  8  existing  contracts. 
FY  19  93  DIRECT  ASSISTANCE  FUNDING  LEVELS 

7.  SUPPORT  funding  of  Public  Housing,  Indian  Housing  and 
Section  8  New  Construction/Substantial  Rehabilitation  at  least 
at  the  level  approved  in  the  Appropriations  Act  for  FY  1982 
($9.55  billion). 

8.  •  SUPPORT  funding  of  the  Section  8. Existing  Program  at  least 
at  the  level  approved  in  the  Appropriations  Act  'for  FY  1982 
($7.82  billion) . 

9.  OPPOSE  the  enactment  of  a  voucher  program  replacing  the 

.  present  Section  8  Existing  Housing  Program,  until  details  of 
a  voucher  prograim  are  available  and   it  can  be  determined  that 
such  a  program  will  provide  benefits  at  least  equal  to  those 
under  the  existing  Section  8  Program. 
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10.  SUPPORT  funding  of  rural  housing  programs  sponsored  by 
the  Farmers  Home  Administration  at  least  at  the  FY  1982 
levels  (Section  502,  Home  Ownership  Loans,  $2.73  billion; 
Section  515,  Rural  Rental  Housing  $940  million;  Rental 
Assistance,  $398  million;  Farm  Labor  Housing,  $38.8  million; 
and  Self-Help  Housing,  $6  million) . 

11.  SUPPORT  the  funding  of  the  Section  202  program  for 
housing  for  the  elderly  or  handicapped  at  least  at  the  FY 
1982  appropriations  level  ($799.2  million). 

12.  SUPPORT  the  adoption  of  a  shallow-subsidy,  moderate- 
income  multifamily  rental  housing  production  program  at  the 
level  of  at  least  100,000  units. 

13.  SUPPORT  the  adoption  of  a  shallow-subsidy,  moderate- 
income,  single-family  homeownership  housing  production 
program  at  the  level  of  at  l^ast  100,000  units. 

LOW- INCOME  RENTS 

14.  OPPOSE  the  increases  in  rents  proposed  for  tenants  in 
low- income  rental  housing  projects  assisted  by  HUD  and  FmHA 
and  provide  authority  for  such  additional  subsidy  as  is 
necessary. 

15.  SUPPORT  the  restoration  of  the  historic  25%  rent-to- 
income  ratio  for  tenants  of  assisted  housing. 

16.  SUPPORT  the  restoration  of  the  historic  income  limit  of 
80  percent  of  median  for  Section  8  and  public  housing. 
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PUBLIC  KXJSIIiG  STOCK 

17.  SUPPORT  fTJudiag  of  the  public  housing  nodemization 
prograa  at  least  at  the  FY  19B2  level  C$90  aillion) . 

18.  SUPPOBT  the  provislc»  of  operatiag  subsidies  for  public 
housing  ±-t.%cr:Ltie£  at  the  level  of  at  least  $1.6  billion. 

19.  OPPOSE  the  deaolition  of  public  housing  projects,  unless 
the  units  are  substandard  and  cannot  be  rehabilitated  and 
the  deoolition  is  part  of  a  ccxprehe:;*ive  plan  for  housing 
which  includes  a  feasible  plan  for  relocation  of  all  residents. 

20.  SUPPORT  a  three-year  authorization  of  appropriations  for 
operating  subsidies. 

21.  SUPPORT  the  return  of  control  of  public  housing  opera- 
tions to  local  housing  authorities  through  deregulation. 

22.  SUPPORT  provisions  for  incentives  for  better  PHA 
managenent. 

DISPOSITION 

23.  OPPOSE  HUD'S  disposition  of  Secretary-held,  assisted 
housing  projects,  unless  adequate  protection  is  provided  to 
assure  that  the  low-income  character  of  the  properties  will 

be  maintained,  including,  as  necessary,  a  set-aside  of  Section 

8  contract  authority. 

FHA/GNMA 

24.  SUPPORT  FY  1983  commitment  ceilings  on  the  FHA  mortgage 
insurance  and  the  GNMA  mortgage-backed  securities  programs 

at  levels  no  less  than  FY  1982  ($40  billion  and  $68.25  billion, 
respectively) . 
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25.  SUPPORT  continued  funding  of  the  GNMA  Tandem  programs 
in  FY  1983  at  amounts  sufficient  to  meet  the  financing  needs 
of  projects  to  be  developed. 

26.  SUPPORT  realistic  mortgage  limits  for  all  FHA  programs. 

27.  SUPPORT  the  continuation  of  a  comprehensive  housing 
counselling  program  for  FHA  homeowners. 

REHABILITATION 

28.  SUPPORT  the  authorization  of  new  commitments  iinder  the 
Section  312  rehabilitation  loan  program  out  of  repaid  loan 
proceeds. 

COOPERATIVE  HOUSING 

29.  SUPPORT  the  conversion  of  assisted  rental  housing  to 
cooperarive  ownership  by  low  and  moderate  i.ncome  faimilies 
where  displacement  will  not  result. 

30.  SUPPORT  an  increase  in  the  ceiling  on  the  housing  portion 
of  the  portfolio  of  the  National  Consumer  Cooperative  Bank 

to  50%. 
.MORTGAGE  FINANCE 

31.  SUPPORT  the  extension  of  authorization  for  mortgage 
revenue  bond  financing  for  single-family  housing  beyond  1983. 

32.  SUPPORT  a.-nendments  to  the  Mortgage  Subsidy  Revenue 
Bond  Tax  Act  of  1980  to  ease  restrictions  on  multifamily  and 
single-fajnily  mortgage  bonds. 

33.  SUPPORT  chances  to  pension  fund  legislation  and  regula- 
tions to  facilitate  investment  in  residential  mortgages  and 
to  ma.ndate  that  a  reasonable  percentage  of  pension  fund 
assets  be  invested  in  residential  mortgages. 
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34.  SUPPORT  the  extension  of  the  Credit  Control  Act  and  urge 
the  President  and  the  Federal  Reserve  Board,  using  the  powers 
available  under  that  Act,  to  allocate  credit  in  a  manner  which 
directs  more  of  the  limited  amount  of  credit  toward  the  resi- 
dential mortgage  market  at  affordable  rates. 

35.  OPPOSE  the  sale  by  FHA  and  GNMA  of  multifamily  mortgages 
at  deep  discounts,  to  prevent  the  diversion  of  limited  funds 
from  new  housing  construction. 

COMMUNITY  DZVZLOPMSNT 

36.  SUPPORT  FY  1983  funding  of  the  community  development 
block  grant  program  at  least  at  the  level  contained  in  the 
FY  1982  Appropriations  Act  ($3,456  billion). 

37.  SUPPORT  appropriations  for  Urban  Development  Action  Grants 
in  FY  1983  of  $645  million. 

38.*  OPPOSE  the  inclusion  of  the  community  development  block 
grant  and  urbaji  development  action  grant  programs,  and  other 
housing  and  community  and  economic  development  programs  in 
the  Administration's  New  Federalism  proposal. 
•  39.   OPPOSE  HUD  regulations  precluding  use  of  UDAG  funds  for 
housing  and  neighborhood  projects. 

40.  SUPPORT  inclusion  in  any  urban  enterprise  zone  legislation 
of-  provisions  which  will  encourage  the  construction  and  re- 
habilitation of  housing,  including  units  for  low  income  families. 

HUD  OPSPATIONS 

41.  SUPPORT  sufficent  appropriations  for  HUD  staffing  to  permit 
it  to  handle  adeq-aately  its  workload  during  FY  1982  and  FY  1933, 
including  funds  for  the  October,  1981  pay  increases. 
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19S2  Housing  Crisis 

The  housing  industry  is  in  a  crisis  as  a  result  of  the  continued  tight  money  and 
budget  slashing  policies.  The  1.1  million  housing  units  started  last  year  were  fewer 
new  housing  units  built  than  in  any  year  since  19(^6.  In  each  of  the  six  months 
through  January  1982,  the  annual  starts  rate  was  under  1  million.  This  has  led  to 
high  unemployment  in  residential  construction  and  related  supplier  industries.  Both 
the  housing  industry  and  the  economy  at  large  have  been  hurt. 

Sales  of  new  and  existing  housing  are  down  to  low  levels.  Those  who  are  able 
to  buy  homes  are  saddled  with  high  debt  burdens  due  to  high  interest  rates. 
Meanwhile,  federally  subsidized  housing  production  is  being  cut  back  in  a  move 
toward  complete  elimination. 

Mortgage  interest  rates  have  risen  steadily  from  an  average  of  9  percent  in 
1977.  Major  mortgage  lenders  charged  an  average  effective  rate  of  16  percent  at 
the  end  of  last  year  for  conventional  home  loans  closed  in  the  U.S.,  according  to 
the  Federal  Home  Loan  Bank  Board.  For  mortgages  on  which  new  financing 
commitments  were  issued,  the  average  rate  was  ITYi  percent. 

Sales  of  new  and  existing  homes  were  at  a  low  level  in  December.  New 
homes  were  sold  at  a  seasonally  adjusted  annual  rate  of  only  438,000.  This  rate 
was  below  the  1980  annual  level  and  about  46  percent  below  the  1978  peak  level  of 
817,000  sales  for  the  year. 

Existing  home  sales  for  December  were  also  depressed  at  an  annual  rate  of 
1.9^  million  units  —  down  at  about  h  the  1978  peak  annual  leVel  of  3.8  million. 

A  shortfall  of  housing  production  relative  to  needs  in  recent  years  has 
created  a  serious,  inflation  generating  shortage  of  housing. 
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There  is  a  growing  gap  between  the  nation's  housing  needs  and  the  supply  to 
meet  these  needs.  The  Census  Bureau  projects  an  estimated  annual  net  increase  in 
households  of  about  1.75  million  through  19S3.  In  addition  to  units  to  accommodate 
the  growth  in  households,  there  is  a  need  for  several  hundred  thousand  additional 
starts  each  year  to  replace  units  lost  from  the  supply  due  to  demolition,  fire,  flood, 
and  other  catastrophies.  As  the  population  grows,  more  units  are  needed  for 
vacancies  to  permit  mobility  and  migration  and  to  offset  the  absorption  of  units  for 
second  homes.  There  is  a  total  annual  need  for  approximately  2.4  million  units 
before  any  allowance  for  additional  replacement  of  occupied  substandard  units. 

The  consequences  of  underproduction  are  catching  up  with  us  in  the  high 
prices  families  pay  for  homes  and  apartments.  In  addition,  there  has  been  a 
reduction  in  available  rental  unit  vacancies.  Today,  the  rental  vacancy  rate  is  3 
percent,  down  from  an  equivalent  rate  of  about  6.3  percent  in  1973.  The  national 
rental  vacancy  rate  among  units  with  all  plumbing  facilities  is  only  4.3  percent. 
Many  rental  markets  have  became  very  tight.  Thus,  in  the  Northeast,  the  average 
rental  vacancy  rate  is  3.7  percent,  and  it  is  lower  in  many  localities.  The  rent 
index,  which  moves  slowly,  began  to  accelerate,  rising  by  6,  7,  and  S.3  percent  a 
year.  When  vacancy  rates  go  down  to  low  levels,  prices  shoot  up  and  the  mobility 
of  people  is  inhibited. 

During  the  seventies  about  2.5  million  rental  units  were  created  in  single- 
family  houses  that  became  two-family  structures,  according  to  an  estimate  based 
on  decennial  Census  figures.     Such  ''undocumented  conversions,"  often  creating 
units  by  adding  kitchens  in  basements  and  attics,  were  generally  contrary  to  zoning_ 
and  other  local  ordinances. 

Older  homes  —  as  well  as  some  rental  units  —  have  begun  to  house  two  or 
more  families  in  a  single  unit.     The  doubling  up  of  families,  which  had  been 
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declining  since  the  immediate  post-war  years,  reached  a  low  of  1.3  million  by  197*. 
By  March  19S1,  the  number  of  housing  units  with  two  or  more  families  was  over  1.6 
million. 

Subsidized  housing  waiting  lists  are  growing  longer  as  thousands  of  homeless 
"street  people"  seek  adequate  shelter  in  many  cities,  while  federal  housing  budget 
cutbacks  are  reducing  supply  increases  toward  a  zero  level. 

High  mortgage  interest  rates  threaten  to  continue  the  inadequate  level  of 
housing  production  into  19S2  and  beyond.  Moreover,  mortgage  interest  rates  of  16 
to  18  percent,  as  prevailed  at  the  beginning  of  19S2,  promise  to  make  housing 
unaffordable  to  most  prospective  new  home  buyers  and  necessitate  their  resort  to 
risky  "creative  financing"  schemes  in  many  instances  in  order  to  facilitate  property 
conveyances  even  at  high  rates  of  interest. 

The  low  level  of  housing  production  has  also  resulted  in  the  idling  of 
resources  in  building  and  related  industries  and  high  levels  of  construction 
unemployment.  In  February,  the  construction  industry  unemployment  rate  was  18.1 
percent;  and  there  were  928,000  unemployed  construction  workers. 

In  the  face  of  a  severely  depressed  housing  industry  and  an  economy  falling 
into  recession,  the  Administration  is  recommending  a  further  retreat  from  federal 
involvement  in  housing  and  urban  development. 

For  fiscal  year  1983,  the  Administration  is  asking  for  an  end  to  subsidized 
housing  assistance  for  new  and  rehabilitated  housing  under  the  Section  8  and  public 
housing  programs,  except  for  some  housing  for  the  elderly  and  handicapped  under 
the  Section  202  program.  In  contrast.  Congress  provided  funds  for  fiscal  1982 
which- would  produce  an  estimated  1^2,000  units  of  Section  8  and  public  housing  at 
a  mix  of  *5  percent  new  construction  ~  substantial  rehabilitation  and  55  percent 
^existing  housing.  However,  even  these  funds  were  not  secure,  as  the  Administration 
is  asking  Congress  to  rescind  previously  approved  funds  for  59,000  units. 
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SAVE-HOUSING  COALITION 

This  is  no  time  for  complacency  about  housing  in  our 
country. 

Young  families,  senior  citizens,  the  poor,  and  even  the 
not-so-poor  are  confronted  every  day  with  rising  shelter  costs 
and   a  growing  housing  shortage.   Two  families  doubling  up  in 
houses  built-for-one  is  no  longer  uncommon.   Nor  is  the  sight 
of  homeless  people  sleeping  in  makeshift  shelters.     Those 
who  build  houses  are  being  forced  into  bankruptcy  and  unemployment. 
Those  who  make  the  products  out  of  which  houses  are  built  are 
idled.   Those  who  manufacture  the  goods  that  make  a  house  a 
home  are  seeing  their  markets  vanish.   Those  who  find  and  sell 
houses  for  people  have  few  customers.   Lenders  who  extend 
mortgage  credit  face  an  uncertain  future.    Those  who  govern 
our  cities,  towns  and  counties  contend  daily  with  housing  amd 
neighborhood  deterioration  that  threatens  the  viability  of 
their  communiites.    All  of  us  are  concerned  that  we  will 
need  shelter  in  the  coming  decade.   Our  existing  housing 
stock  will  not  last  forever;  it  needs  to  be  replaced,  improved 
and  rehabilitated. 

We  know  that  our  Nation's  resources  are  not  unlimited. 
We  know  that  we  must  take  steps  to  expand  our  productive 
efforts.   We  know  that  the  Nation  today  must  make  difficult 
choices  about  how  we  shall  use  our  resources. 

As  representatives  and  leaders  of  national  organizations 
concerned  about  the  general  welfare  of  our  citizens  and  the 
future  of  our  nation,  we  call  upon  the  Congress  and  the  Admin- 
istration to  "get  down  to  basics."     Shelter  is  basic.   It  is 
a  basic  human  need  that  cannot  long  be  ignored  if  life  and 
community  are  to  be  sustained.     Shelter  is  a  basic  industry. 
It  provides  productive  employment  for  millions  of  workers 
directly  —  and  an  even  greater  number  in  allied  materials, 
equipment  and  furnishings  manufacturing.   We  believe  that 
housing  needs  should  not  be  ignored  —  and  that  building 
capacity  should  not  be  wasted. 

We  are  deeply  concerned  by  proposals  to  TERMINATE  EXISTING 
COMMITMENTS  for  housing;  RESCIND  FUNDS  which  have  already  been 
appropriated;  RAISE  RENTS  in  LOW- INCOME  housing;  CURTAIL  home- 
ownership  LOANS;  CUT  BACK  on  PUBLIC  HOUSING  and  RENTAL  ASSISTANCE; 
and  ELIMINATE  housing  PRODUCTION  and  REHAB  programs.   Such 
proposals  would  adversely  affect  the  elderly  and  handicapped, 
the  rural  poor  and  lower- income  urban  families  —  groups  who 
have  already  taken  more  than  their  share  of  budget  cuts. 

We  believe  this  nation  needs  and  can  support  housing  pro- 
grams that  will  provide  adequate  levels  of  production  and 
assistance.   We  call  upon  the  Congress  and  the  Administration 
to  preserve  this  nation's  commitment  to  the  goal  of  decent, 
affordable  housing  for  all  Americans. 

Contact:   National  Housing  Conference 
223-4844 
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contact:  NATIONAL  HOUSING  CONFERENCE 
(202)223-4844 


SAVE  HOUSING  COALITION 
(Participating  groups) 

AD  HOC  COALITION  DP  HOUSING.  FOR  THE  ELDERLY 

AMERICAN  FEDERATION  OF  LABOR /CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 
AFL/CIO  aousing  Cos^ittee 
International  Onion  of  Bricklayers 
Brotherh;>od  of  Carpenters 

International  BrotJierliood  of  Electricail  Workers 
International  Union  of  Operating  Engineers 

AMERICAN  ASSOCIATICN  OF  HOMES  FOR  THE  AGING 

COMMITTEE  AGAINST  DISCRIMINATION  IN  HOUSING 

COUNCIL  OF  STATE  HOUSING  AGENCIES 

INTERRELIGIOUS  COALITION  FOR  HOUSING 

LEADERSHIP  CONTERENCE  ON  CIVIL  RIGHTS (Housing  Task  Force) 

LEAGUE  OF  WOMEN  VOTERS  OF  THE  UNITED  STATES 

LUTHERAN  HOUSING  COALITION 

MORTGAGE  BANKERS  OF  AMERICA 

NATIONAL  ASSOCIATION  OF  COUNTIES 

NATIONAL  ASSOCIATION  OF  HOUSING  &  REDEVELOPMENT  OFFICIALS 

NATIONAL  HOUSING  CONFERENCE 

NATIONAL  LEAGUE  OF  CITIES 

NATIONAL  LEASED  HOUSING  ASSOCIATION 

NATIONAL  LOW- INCOME  HOUSING  COALITION 

NATIONAL  LUMBER  AND  BUILDING  MATERIAL  DEALERS  ASSOCIATION 

NATIONAL  RURAL  HOUSING  COALITION 
Hiapanic  Housing  Coalition 
Housing  Assistance  Council 

National  Association  of  Farmworkers  Organizations 
Rural  America 

NORTHEASTERN  RETAIL  LUMBERMAN'S  ASSOCIATION 

U.  S.  CONFERENCE  OF  MAYORS 
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Chairman  Gonzalez.  Thank  you,  Mr.  Weiner. 
Mr.  Helmbrecht. 

STATMENT  OF  RICHARD  K.  HELMBRECHT,  PRESIDENT,  COUNCIL 
OF  STATE  HOUSING  AGENCIES,  ACCOMPANIED  BY  THOMAS  W. 
WHITE,  EXECUTIVE  VICE  PRESIDENT,  AND  GREGG  SMITH,  DI- 
RECTOR, OREGON  HOUSING  DIVISION 

Mr.  Helmbrecht.  Mr.  Chairman  and  members  of  the  subcommit- 
tee, I  am  also  the  executive  director  of  the  Michigan  State  Housing 
Development  Authority,  in  addition  to  serving  as  president  of  the 
Council  of  State  Housing  Agencies,  whom  I  represent  here  today. 

The  Council  of  State  Housing  Agencies  represents  the  52  State 
authorized  housing  and  finance  agencies  in  46  States,  the  city  of 
New  York,  Washington,  D.C.,  and  the  Commonwealth  of  Puerto 
Rico.  With  me  today  is  Mr.  Tom  White,  the  executive  vice  presi- 
dent of  the  council  and  also  Mr.  Gregg  Smith,  administrator  of  the 
Oregon  Housing  Division. 

Like  the  previous  speaker,  Mr.  Weiner,  I  will  stick  to  the  text, 
but  I  don't  think  we  need  to  elaborate  much  on  the  crisis  that  now 
confronts  the  housing  industry.  No  single  housing  program  will 
ofiTer  a  complete  response  to  the  Nation's  housing  and  economic 
problems. 

The  housing  bill  introduced  by  you,  Mr.  Chairman,  and  support- 
ed by  many  members  of  your  subcommittee,  looks  to  the  future, 
but  offers  many  of  the  components  a  strategy  to  preserve  existing 
low-income  rental  units  by  carrying  out  housing  production  pro- 
grams that  have  already  been  budgeted  and  appropriated. 

From  the  viewpoint  of  the  Council  on  State  Housing  Agencies, 
we  see  a  niunber  of  key  issues  that  could  help  alleviate  the  present 
housing  crisis.  First,  preserving  the  existing  low-income  rental 
housing  stock.  Presently,  the  Nation  is  losing  far  more  convention- 
al rental  units  to  demolition,  abandonment,  and  condominimn  con- 
version than  are  being  built.  Increasing  energy  and  maintenance 
costs  for  Government  assisted  housing  seriously  jeopardize  the  con- 
tinued viabilitv  of  these  units.  Rent  increases  for  these  low-income 
units  will  not  be  sufficient  to  offset  operating  cost  increases. 

Congress  must  take  the  necessary  steps  to  insure  that  existing 
governmental  assisted  housing,  the  only  affordable  housing  option 
for  millions  of  low-income  households,  will  be  adequately  main- 
tained. 

Second,  build  the  units  Congress  already  has  budgeted  and  ap- 
propriated. Presently,  there  are  as  many  as  110,000  units  in  the 
production  pipeline.  These  are  units  for  which  funds  have  been  ap- 
propriated by  Congress  but  have  not  been  built  because  of  high  in- 
terest rates.  State  housing  finance  agencies  alone  have  as  many  as 
35,000  section  8  units  in  the  pipeline.  Financing  out  of  this  pipeline 
will  not  only  provide  much  needed  low-income  rental  units  now, 
but  also  provide  an  immediate  shot  in  the  arm  for  the  residential 
construction  industry  but  little  or  no  additional  budgetary  impact. 

I  would  emphasize  that  I  commend,  Mr.  Chairman,  one  of  the 
provisions  of  your  bill  which  addresses  the  financial  a4justment 
factor  and  would  hopefully  make  it  much  more  operable  than  it  is 
right  now. 
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Third,  we  do  not  believe  bond-financed  rental  production  can 
remain  a  possibility  if  the  administration's  industrial  development 
bond  proposal,  which  would  prohibit  accelerated  appreciation  of 
bond-financed  rental  units,  is  adopted.  If  this  provision  and  addi- 
tional restrictions  proposed  by  uie  administration  are  adopted, 
rental  housing  honoB  will  be  effectively  terminated.  Congress,  fol- 
lowing extensive  study  and  debate,  paENsed  the  Mortgage  Subsidy 
Bond  Tax  Act  of  1980.  Although  not  perfect,  this  program  hardly 
needs  the  additional  restrictions  on  rental  housing  bonds  now  being 
proposed. 

Fx>urth,  Congress  can  make  workable  the  $10  to  $15  billion 
annual  single  family  mortgage  bond  program  they  authorized  in 
1980.  Because  of  the  unworkable  restrictions  of  the  Mortgage  Sub- 
sidy Bond  Tax  Act,  less  than  $2  billion  in  single  family  bonds  were 
sold  under  the  provisions  of  that  act  last  year.  Congress  should 
pass  H.R.  4717,  a  bill  which  includes  Senate  amendments  to  the 
Mortgage  Subsidy  Bond  Tax  Act  which  should  go  to  conference  any 
day  now. 

However,  for  housing  bonds  to  be  self-supporting,  it  is  critical 
that  allowable  yield  for  revenue  bonds  be  raised  to  1.25  percent. 
With  this  arbitrage  level,  and  with  a  leveling  ofiT  of  interest  rates, 
we  anticipate  that  $10  billion  in  housing  bonds  could  be  sold  this 
year.  This  volume  of  housing  bonds  would  directly  finance  180,000 
moderately  priced  housing  units  at  below  market  rates.  This 
volume  of  housing  bonds  would  create  330,000  jobs  in  construction 
and  related  employment  areas,  and  generate  $1.8  billion  in  State, 
local,  and  Federal  t€uces. 

Housing  bonds  are  not  a  panacea  for  the  housing  industry,  but 
there  is  no  question  that  a  workable  bond  program  could  be  unple- 
mented  inunediately.  A  delivery  system  is  in  place.  The  costs  to  the 
Fedei^  Government  have  already  been  budgeted. 

Fifth,  we  encourage  Congress  to  seek  new  options  and  partner- 
ships in  the  production  of  much  needed  low-  and  moderate-income 
housing.  Witn  modifications,  the  Council  on  State  Housing  Agen- 
cies supports  the  rental  production  program  included  in  mis  pro- 
posed legislation.  The  program's  reliance  on  State  and  local  admin- 
istration and  flexibility  are  definite  improvements  over  past  Feder- 
al rental  housing  production  programs. 

The  Council  of  State  Housing  Agencies'  specific  modifications  for 
this  program  include:  One,  Federal  project  approval  under  the 
rental  production  program  shall  not  be  done  on  a  project-by-project 
basis.  The  council  suggests  a  set-aside  for  States  and  large  urban 
areas.  Two,  allocation  of  program  funds  should  follow  a  Federal 
equitably  established  formula  to  assure  adequate  funding  for  rural 
areas  and  to  meet  the  special  housing  needs  of  the  elderly  and 
handicapped.  Three,  a  workable  FHA  support  program  such  as  co- 
insurance should  be  developed.  Four,  a  clear  role  for  t€uc-exempt  fi- 
nancing must  be  included  in  the  program  design  to  maximize  the 
leverage  of  State  and  local  participants.  Five,  for  social  and  eco- 
nomic reasons,  Congress  should  consider  and  resist  efforts  to  make 
the  rental  program  totally  low  income  or  to  provide  incentives  for 
100  percent  low-income  projects. 

With  the  modifications  noted  above,  the  proposed  production  pro- 
gram could  effectively  stimulate  the  production  of  low-  and  moder- 
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ate-income  rental  housing  and  be  adaptable  to  the  special  housing 
needs  of  the  rural  areas,  the  elderly,  and  the  handicapped. 

The  crisis  in  low-  and  moderate-income  housing  requires  strong 
action  by  Congress  not  only  to  meet  pressing  economic  and  housing 
needs,  but  to  put  in  place  a  system  that  will  address  these  needs 
for  years.  H.R.  5731  goes  a  long  way  in  this  direction  by  preserving 
the  existing  stock  of  low-income  units,  allowing  for  use  of  section  8 
funds  that  have  already  been  budgeted  and  appropriated,  and  by 
anticipating  low-  and  moderate-income  housing  needs. 

The  Council  on  State  Housing  Agencies  looks  forward  to  working 
with  you,  Mr.  Chairman,  and  members  of  the  subcommittee,  in  this 
critical  legislation.  Again,  I  thank  you  for  the  opportunity  to  tes- 
tily. 

[Mr.  Helmbrecht's  prepared  statement,  on  behalf  of  the  Council 
of  State  Housing  Agencies,  follows:] 
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Ptepged  StatenMBt  of 

RichBrd  K.  HdinbTOCht 

Preaidait,  Cornell  of  State  Housing  Agencies 

Before  the 

U.  S.  House  of  Representatives 

Subeonmittee  on  Housing  and  Community  Development 

March  23, 1982 

Mr.  Chairman  and  members  of  the  Housing  and  Community  Development 
Subcommittee,  thenic  you  very  much  for  the  opportunity  to  testify  today.  My  name  is 
Richard  K.  Helmbrecht  and  I  am  Executive  Director  of  the  Michigan  State  Housing 
Development  Authority.  I  also  serve  as  President  of  the  Council  of  State  Housing 
Agencies.  The  Council  of  State  Housing  Agencies  represents  the  S2  state-authorised 
housing  finance  agencies  in  46  states,  the  City  of  New  York,  Washington,  D.C.,  and  the 
Commonwealth  of  Puerto  Rico.  Included  in  our  membership  are  participants  in  the  state 
housing  finance  industry  including  investment  bankers,  builders,  developers  and  non- 
profit organizations. 

Overview  of  Key  Issues 

The  Housing  Slump  Is  In  Its  Third  Year 

The  downturn  in  housing  production  which  began  in  the  late  summer  of  1979  has 
grown  worse  over  the  passing  months.  With  housing  production  at  post-war  lows  and  over 
one  million  construction  industry  workers  unemplo3f«d,  there  can  be  no  doubt  that  we 
have  a  depression  in  the  housing  industry.  A  shutdown  of  the  housing  industry  has 
widespread  impact  on  the  economy.  Revenues  from  property  tax,  home  sales  and  related 
retail  sales  taxes,  income  and  corporate  tax  and  other  fees  associated  with  the  sale  of 
new  and  existing  homes  have  fallen  substantially.  In  place  of  these  revenues  to  local, 
state  and  federal  government  we  have  rising  unemE^oyment,  welfare  claims  and  builder 
bankruptcies.  Many  sectors  of  the  U.S.  economy  are  suffering  during  the  present 
rescession.  None  have  borne  the  burden  of  high  interest  rates  more  heavily  than  the 
construction  industry. 

Conservative  estimates  of  household  formation,  losses  to  the  existing  stock  and 
necessary  vacancy  allowances  indicate  that  we  win  need  about  2.45  million  new  housing 
units  per  year  during  the  decade  of  the  eighties  to  maintain  present  levels  of  housing 
quality  and  availabilityJLL   If  present  trends  persist,  we  are  unlikely  to  have  annual 
production  this  year  that  is  much  higher  than  last  year's  dismal  level  of  1.08  million 
starts. 

The  implications  of  this  production  shortfall  are  dear.  Across  income  levels, 
renters  and  first-time  home  buyers  win  face  a  rapidly  falling  standard  of  Uving  as  prices 
for  housing  units  will  be  bid  up  ^  where  units  are  avaflable.  Most  people  who  presently 
own  homes  win  be  in  good  shape  if  they  arent  required  to  move  and  if  their  housing 
needs  dont  change. 
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The  housing  prospects  for  households  at  the  lower  end  of  the  income  scale  are 
becoming  grim.  Rental  shortages  are  forcing  middle  income  households  to  compete 
directly  with  lower  income  renters  for  units.  The  vacancy  rates  for  units  affordable  to 
moderate  and  low  income  households  are  significantly  below  the  national  vacancy  rate 
for  an  rental  units.  Although  public  housing  and  Section  8  projects  provide  decent  and 
affordable  housing  for  millions  of  low  income  households,  waiting  lists  for  these  units  are 
long.  For  example,  40,000  Baltimore  families  are  waiting  for  a  vacancy  in  one  of  the 


city*a  18,000  public  housiiv 
units  face  a  20-year  wait^' 


^units.  New  applicants  for  Dade  County,  Florida  low  income 


H.R.  5731,  the  House  housing  authorization  bill,  plays  a  very  important  role  in 
addition  to  its  traditional  role  of  affirming  the  nation's  commitment  to  a  decent  home 
for  every  American  household.  This  bill  has  a  critical  function  as  an  economic  stimuhit 
package  whose  benefits  win  spin  over  from  the  construction  industry  to  many  other 
sectors  of  the  U.S.  economy. 

A  Housing  Policy  Perspective 

No  single  program  will  provide  an  effective  response  to  the  nation's  housing  and 
economic  problems.  The  housing  biU  introduced  by  the  Chairman  and  many  of  his 
coneagues  on  the  subcommittee,  offers  many  of  the  components  of  a  strategy  to 
preserve  existing  low  income  rental  units,  carry  out  housing  production  programs  that 
already  have  been  budgeted  and  appropriated,  ensure  a  smooth  transition  from  existing 
production  programs  and  create  new  rental  production  programs  that  are  appropriate  for 
the  eighties.  In  the  foHowing  sections,  I  will  outline  some  of  the  key  issues  relating  to 
this  comprehensive  response  to  this  nation's  housing  and  economic  plight. 

Preserve  the  Existing  Low  Income  Rental  Housing  Stock.  Presently,  the  nation  is 
losing  far  more  conventional  rental  units  to  demolition^  abandonment  and  condominium 
conversion  than  are  being  built.  Increasing  energy  and  maintenance  costs  for  the 
government-assisted  housing  stock  seriously  jeopardize  the  continued  viability  of  these 
units.  Rent  increases  for  these  low  income  units  will  not  be  sufficient  to  offset  these 
operating  cost  increases.  For  both  conventional  and  government-assisted  units,  the  eoat 
of  replacing  these  units  will  be  prohibitive.  Congress  must  take  the  necessary  steps  to 
ensure  that  existing  government-assisted  housing,  the  only  affordable  housing  option  for 
millions  of  low  income  households,  will  be  adequately  maintained. 

To  preserve  the  existing  stock  of  government-assisted  low-income  housing, 
Congress  must  ensure  that  the  annual  adjustment  factors  used  by  HUD  to  assign  Fair 
Market  Rents  (FMRs)  on  government-assisted  housing  appropriately  reflect  the  true 
operating  cost  increases  faced  by  these  projects.  Similarly,  cost  amendments  to  rental 
assistance  contracts  must  appropriately  paraUel  these  FMR  increases  to  keep 
government-assisted  units  affordable  for  low  income  households.  Although  default  rates 
on  HFA-financed  rental  housing  have  been  shown  to  be  among  the  lowest  for 
government-assisted  housing,  CSHA  supports  the  continued  finding  of  the  flexible 
subsidies  program  as  a  necessary  and  efficient  means  to  place  marginal  projects  back  on 
a  stable  financial  base. 

Build  the  Units  Conpess  Already  Has  Bucteeted  and  Appropriated.  Presently,  there 
are  as  many  as  110,000  units  in  the  production  pipeline.  These  are  units  that  have  been 
appropriated  by  Congress  but  have  not  been  built  because  of  high  interest  rates.  State 
HFAs  alone  have  as  many  as  34,000  Section  8  units  in  the  pipeline.  The  appropriated 
units  in  the  pipeline  constitute  a  full  year's  low  income  housing  production.  Financing 
out  the  pipeline  not  only  wiU  provide  much-needed  low-cost  rental  units  but  win  also 
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provide  the  most  immediate  "^hot  in  the  arm"  for  the  residential  eonstmetion  industry 
with  little  or  no  additional  budgetary  impact.  Although  State  Agencies  projects  are  not 
eligible  for  such  financing,  CSHA  supports  the  measure  in  H.R.  5731  which  will  provide 
GNMA  tandem  financing.  T6  get  the  pipeline  going  and  as  included  in  H.R.  5731, 
Congress  also  must  raise  the  financing  adjustment  factor  (FAF)  for  bond-financed 
projects  to  reflect  market  interest  rates  and  the  construction  start  deadline  for  FAF 
eligibility  must  be  extended  from  June  1st.  Finally,  non-FAF  amendments  must  not  be 
arbitrarily  capped.  Without  additional  higher  amendment  authorization,  many  projects 
wont  be  workalAe  even  under  a  FAF  which  recognizes  market  rates. 

T6  Keep  Bond-Financed  Rental  Pro^ictioiri  a  PossiMLity,  Conpy  Must  Reject  the 
Administration^  IhdusWal  Development  Bond  Proposal  WhiA  Would  Prohibit 
Accelerated  Dyeciation  of  Bond-Financed  Rental  Units.  Because  of  this  provision  and 
additional  restrictions  proposed  by  the  Administration,  rental  housing  bonds  will  be 
effectively  terminated.  Congress,  following  extensive  study  and  debate,  passed  the 
Mortgage  Subsidy  Bond  Tax  Act.  Sixteen  months  later,  the  Administration  is  proposing 
additional  restrictions  on  rental  housing  bonds.  These  restrictions  must  be  rejected 
(please  see  attachment  #1). 

Congress  Must  Make  yo^j^^^  ^  ^  To  $15  Billion  Annual  Single  Family  Mortgage 
Bond  Program  They  Authorized  In  1980.  Because  of  unworkable  restrictions  in  the 
Mortgage  Subsidy  Bond  Tax  Act,  less  than  $2  billion  in  single  family  bonds  were  sold 
under  the  provisions  of  the  Act  last  year.  Congress  should  pass  H.R.  4717,  a  bill  that 
should  go  to  conference  any  day  now,  which  includes  amendments  to  the  Mortgage 
Subsidy  Bond  Tax  Act.  However,  for  housing  bonds  to  be  self-supporting,  it  is  critical 
that  allowable  3^eld  for  revenue  bonds  be  raised  to  L25%.  With  this  arbitrage  level,  we 
anticipate  that  $10  billion  in  housing  bonds  will  be  sold  this  year.  This  volume  of  housing 
bonds  would  directly  finance  185,000  moderately  priced  homes  at  below-market  rates. 
This  volume  of  housing  bonds  would  create  330,000  man-3rears  of  housing  construction- 
related  employment  and  generate  $L8  billion  in  local,  state  and  federal  taxes.  Housing 
bonds  are  not  a  panacea  for  the  housing  industry,  but  there  is  no  question  that  a  workable 
bond  program  could  be  quickly  implemented.  The  costs  to  the  Federal  government  have 
already  been  accounted  for  (please  see  attachment  #2). 

Seek  new  options  and  partnerships  in  the  production  of  much-needed  low  and 
moderate  income  housing.  With  modification,  CSHA  supports  the  rental  production 
program  included  in  H.R.  5731.  The  program's  reliance  on  state  and  local  administration 
and  the  flexibility  of  the  program  are  definite  improvements  over  past  federal  rental 
housing  production  programs.  In  addition,  the  recognition  of  the  value  of  mixed-income 
projects  is  an  important  aspect  of  this  program.  CSHA  recommends,  however,  that 
funding  not  be  done  on  a  project-by-project  basis.  A  federal  fair  share  approach  would 
ensure  the  allocation  of  funds  to  rural  and  other  underserved  areas.  Effective  support 
programs,  such  as  co-insurance  would  add  to  the  workability  of  the  program.  It  must  be 
made  clear  that  the  program  is  compatible  with  tax  exempt  financing  to  ensure  that 
state  and  local  government  will  be  able  to  leverage  limited  federal  dollars.  With  the 
modifications  noted  above,  the  proposed  production  program  could  efficiently  stimulate 
the  production  of  low  and  moderate  income  rental  housing  and  be  adaptable  to  the 
special  housing  needs  of  rural  households,  the  elderly  and  handicapped  individuals. 

The  crisis  in  low  and  moderate  income  housing  requires  strong  action  by  Congress, 
not  only  to  meet  pressing  immediate  economic  and  housing  needs,  but  to  put  in  place  a 
system  that  wiU  address  these  needs  for  years  to  come.  H.R.  5731  goes  a  long  way 
toward  preserving  the  existing  stock  of  low  income  units,  allowing  for  use  of  program 
funds  that  have  already  been  budgeted  and  appropriated,  ensuring  an  orderly  transition  to 
new  programs  and  setting  in  place  new  programs  which  will  effectively  and  efficiently 
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meet  low  and  moderate  income  housinir  needs  for  years  to  come.  I  would  now  like  to 
discuss  in  more  detail  some  of  the  provisions  of  H.R.  5731  and  a  number  of  related  issues. 

Preservation  of  the  Existing  Low  and  Moderate  Income  Housing  Stock 

Over  the  period  of  the  last  twenty  years,  the  Federal  government  has  provided 
housing  for  millions  of  Americans,  many  of  whom  to  this  day  remain  in  government 
assisted  housing.  Young  couples,  large  families,  the  elderly  and  handicapped  of  aU  races 
and  pursuasions  are  assisted  through  government  housing.  The  Federal  Government  must 
not  abandon  millions  of  people  sheltered  in  government  assisted  housing.  Adequate 
solutions  must  be  arrrived  at  which  reflect  both  a  coat  effective  yet  compassionate 
approach  to  support  government  assisted  housing  so  that  it  can  remain  available  to  those 
who  need  it.  The  issues  encountered  today  with  respect  to  government  assisted  housing 
can  be  understood  in  a  broad  sense  in  terms  of: 

*  operating  costs  which  have  risen  over  time  and  programs 
which  do  not  accurately  reflect  the  cost  increases;  and 

*  stagnant  tenant  incomes  which  can  not  support  necessary 
rent  increases. 

To  insure  that  present  assisted  housing  is  maintained  and  that  rants  continue  to  be 
affordaUe  for  the  occupants,  we  strongly  encourage  Congress  to  maintain  adequate 
levels  of  Public  Housing  Operating  Subsidies. 

In  addition,  the  many  Section  236  rental  projects  that  rely  on  federal  interest 
payments  require  Congressional  attention.  Special  deep  subsidies  allow  many  236 
occupants  to  pay  a  fixed  percentage  of  income  toward  rent.  Without  amendments  to 
increase  the  money  available  to  the  projects,  these  low  income  families  will  not  be  able 
to  stay  in  their  homes.  Congress  and  the  Administration  are  aware  of  these  needs  and 
are  taking  steps  to  fund  the  rent  supplement  program  which  provides  assistance  for  the 
majority  of  these  families.  However,  we  are  seriously  trouUed  by  a  management  process 
which  has  left  unfunded  the  increases  needed  for  1981,  and  a  process  which  is  replacing 
rent  supplement  in  FHA  projects  with  Section  8  but  which  has  thus  far  ignored  state  non- 
insured  projects. 

Funding  must  continue  to  be  equitably  provided  to  support  both  state  agency 
insured  and  non-insured  projects.  Limited  funding  available  as  proposed  for  two  years 
will  place  State  Agency  projects  currently  assisted  under  rent  supplement  at  risk  - 
threatening  the  continued  occupancy  of  such  units  by  low  and  moderate  income  persons. 

CSHA  will  be  providing  staff  a  detafled  analysis  of  this  issue.  We  stress,  however, 
the  need  for  Congress  to  insure  continuity  in  the  present  program  and  equity  to  non- 
insured  project  occupants. 

Section  8  Existing  and  Housing  Vouchers  Programs 

The  Council  of  State  Housing  Agencies  was  pleased  to  see  the  Committee  maintain 
the  current  Section  8  Existing  program  criteria.  Although  the  details  of  the 
Administration's  proposal  have  not  yet  been  made  available,  CSHA  is  concerned  that  the 
Administration  will  attempt  to  replace  the  current  Section  8  Existing  program  with  a  less 
effective  voucher  program.  Sixteen  state  housing  finance  agencies  and  a  number  of  state 
community  development  agencies  currently  adminster  the  Section  8  Existing  program  and 
believe  it  to  be  a  highly  successful  program. 
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Design  features  of  the  eurrent  Section  8  Existing  program  which  we  feel  are 
particularly  worth  maintaining  include: 

L)      monthly  payment  should  go  directly  to  the  landlord  to  ensure  their 
participation  in  the  programs  and  avoid  potential  atxises.  ' 

2.)     subsidy  should  continue  to  be  in  the  form  of  a  standard  payment  based  on 
housing  costs  (like  Fair  Market  Rents),  rather  than  a  percentage  of 
income.  The  Fair  Market  Rent  system  was  established  precisely  for  the 
purpose  of  reflecting  real  housing  costs  and  CSHA  believes  the  system  is 
working  rather  welL 

3«)      Minimal  Housing  Quality  Standards  must  be  retained  nationwide  with 
some  allowance  for  regional  variation.  Without  housing  quality  standards 
this  program  would  be  indistinct  from  an  income  maintenance  program. 
Contimdng  these  minimum  quality  standards  guarantee  that  the  program 
meets  its  purpose  of  improving  the  living  conditions  of  low  income 
households. 

4.)     Although  the  current  state/local  negotiated  administration  system  is 
working,  real  efficiencies  are  gained  through  state  administration. 
Central  administration  results  in  consistent  interpretation  of  guidelines 
and  uniform  operations.  A  single  administering  entity  can  enforce  more 
controto  against  fraudulent  use  of  the  housing  payments.  Significant 
economies  of  scale  can  be  obtained  through  state-wide  operation,  as 
administrative  overhead  costs  are  spread  more  thinly.  State  housing  or 
community  development  agencies  aro  in  an  ideal  position  to  oversee 
housing  quality  standards  throughout  the  state.  The  state  can  fill  the  gap 
for  the  many  rural  localities  which  have  no  housing  codes  and  cities 
without  the  capacity  to  conduct  housing  inspections.  Participants  are 
guaranteed  greater  housing  choice  and  mobility  as  the  administering 
jurisdiction  increases  in  size. 

Fundimr  the  Pipeline 

Estimates  of  the  total  number  of  units  which  could  be  provided  for  low  and 
moderate  income  occupancy,  which  ara  today  lodged  in  both  the  HUD  and  the  state 
agency  Section  8  pipeline,  are  placed  at  well  over  100,000  units.  Immediate  action  can  be 
taken  by  the  Congress  and  the  Administration  to  alleviate  the  pressing  demand  for  new 
rental  housing,  action  which  would  create  thousands  of  new  job  opportunities  in  today's 
all  but  crippled  housing  industry. 

The  Congress  and  the  Administration  are  to  be  congratulated  for  their  actions  last 
fan  establishing  a  Financing  Adjustment  Factor  (FAFX 

Representative  Gonsales  and  the  sponsora  of  HR  5731  aro  to  be  commended  for 
recommending  statutory  changes  to  the  FAF.  The  FAF  was  designed  to  enable  projects 
to  be  processed  taking  into  account  unusually  high  interest  rates.  Section  8  Fair  Market 
Rents  aro  adjusted  in  accordance  with  the  terms  of  the  permanent  financing  with  a 
maximum  of  12%.  However,  even  with  the  FAF,  projects  continue  to  be  infeasible. 
Presently  at  issue  is  the  fact  that  the  12%  interest  rate  ceiling  mandated  by  the  FAF 
regulations  does  not  accurately  refiect  current  interost  ratesJn  addition,  the  FAF 
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regulations  mandate  that  construction  on  aU  FAF  projects  must  commence  by  June  1, 
1982.  Market  conditions  simply  will  not  allow  for  this  schedule  to  be  held.  Congress  can 
take  immediate  steps  to  make  the  FAF  workable  by: 

e        permitting  the  12%  interest  rate  ceiling  currently  mandated  by  the  FAF 
regulations  to  be  raised  to  more  accurately  reflect  current  interest 
rates;  and 

e        extending  the  date  by  which  construction  must  commence  on  all  FAF 
Jobs  from  the  current  June  1  start  date. 

CSHA  urges  Congress  to  re-evaluate  the  current  recapture/reuse  ceiling 
specifically  applicable  to  the  FAF  (now  set  at  L4  billion  dollars  nationwide)  to  determine 
whether  this  cap  on  reuse  of  previously  commited  Section  8  authority  would  artificially 
inhibit  the  development  of  Section  8  pipeline  projects. 

Two  other  barriers  to  project  financing  have  been  created  by  0MB.  They  have 
infiuenced  HUD  to  revise  the  manner  in  which  state  agency  units  are  transferred,  and  for 
an  projects  they  have  changed  non-financial  amendment  policies  without  a  change  in 
regulation.  These  change  may  preclude  financing  the  pipeline,  however,  they  are  very 
technical  in  nature.  We  know  committee  staff  have  been  instructed  to  review  the  issues 
involved  and  we  win  work  with  them  and  with  HUD  to  seek  early  resolutions  so  we  can 
get  on  with  buflding  low  income  projects  which  will  reemploy  thousands  of  workers. 

Developing  New  Production  Alternatives 

Losses  to  the  existing  rental  housing  stock,  the  lack  of  low  and  moderate  cost 
housing  construction  and  rental  demand  pressure  created  from  households  unable  to 
afford  ownership  units,  aU  set  the  stage  for  a  low  and  moderate  cost  rental  supply  crisis 
in  the  eighties. 

Since  the  middle  seventies,  the  economics  of  rental  housing  production  have  made 
rental  housing  production  nearly  impossible  without  below  market  financing  and 
governmental  assistance.  Despite  the  fact  that  half  of  the  rental  households  in  the 
country  earn  less  than  $10,000  per  year,  in  1980  only  6,100  unsubsidized  rental  units  with 
rents  t)elow  $200  per  month  were  completed. 

In  the  eighties  we  must  continue  govermental  assistance  to  rental  housing.  The 
sponsors  of  HR  5731  are  to  be  congratulated  for  recognizing  the  need  for  such  assistance 
whfle  striving  to  achieve  significant  cost  savings  over  prior  programs.  Ttie  Councfl  wiU 
be  submitting  additional  comment  on  the  rental  production  program  envisioned  in  HR 
5731.  In  this  testimony  we  wiU  focus  on  the  broad  provisions  of  the  program. 

We  generaUy  support  the  program  envisioned  as  we  support  greater  reliance  on 
state  and  local  housing  program  administration.  The  success  of  state  finance  agency 
housing  programs  in  the  70*s,  and  the  success  of  local  community  development  efforts,  aU 
point  to  the  fact  that  non-federal  program  administration  is  effective. 

In  view  of  a  decreased  doUar  commitment  to  housing,  we  support  the  flexibility  the 
suggested  program  would  give  to  participants,  bi  these  days  of  tight  budgets,  roaximuro 
opportunity  to  leverage  funds  is  critical  and  the  proposal  will  allow  for  this. 

We  suggest  that  further  clarification  of  the  federal  role  in  project  selection  is 
necessary.  As  presently  written,  the  program  seems  to  contemplate  federal  selection  on 
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a  projeet-by-projeet  basis.  We  understand  there  may  be  need  for  project  approval  similar 
to  Section  8  program,  however,  we  suggest  use  of  the  following  concepts  in  deciding  how 
the  program  woidd  be  administered: 

*  A  setaside  for  states  and  large  cities; 

*  Use  of  Certifications  rather  than  HUD  approvals; 

*  Use  of  a  Post  Audit  System  for  enforcement;  and 

*  Clear  reliance  on  State  and  local  processing. 

This  will  promote  the  development  and  continuation  of  professional  state  and  local 
housing  staff . 

TV)  ensure  reasonable  and  consistent  access  by  developers,  requirements  for  open 
project  selection  should  be  required  of  the  state  and  local  participants. 

The  HUD  focus  shoidd  be  on  establishment  of  support  programs  for  the  state  and 
local  effort*  An  exampie  of  this  would  be  the  development  of  an  effective  co-insurance 
program,  or  perhaps  a  housing  program  as  submitted  to  this  committee  by  the  Ad  Hoc  No 
Name  Coalition  and  contained  in  the  National  Leased  Housing  Association  testimony. 

We  support  the  mixed  income  concept  in  the  legislation.  We  urge  the  committee  to 
resist  any  efforts  to  make  the  program  totally  low  income  or  to  provide  incentives  for 
100%  low  income  projects.  This  program  will  be  the  only  production  program  available. 
If  all  resources  must  be  directed  to  low  income  occupants,  the  nature  of  the  effort  would 
shift  to  income  transfer  away  from  its  present  focus  on  housing  stock. 

We  urge  the  Committee  to  reject  any  efforts  to  limit  the  program  to  rehab  or  to 
low  income  areas  as  apparently  the  Administration  will  advocate  when  they  introduce 
their  housing  proposals. 

It  must  be  made  dear  that  tax  exempt  financing  is  a  part  of  the  concept.  Without 
such  financing,  state  and  local  government  win  be  hamstrung. 

We  favor  a  federal  fair  share.  The  fair  share  should: 

*  Ensure  program  avaUabiUty  in  rural  areas; 

*  AHow  for  use  of  funds  to  meet  special  housing  needs  such  as  elderly 
housing;  and 

*  Set  aside  a  block  of  fUnds  for  proven  housing  agencies  such  as  state 
finance  agencies. 

We  would  stress  the  elderly  housing  potential  in  this  program.  Elderly  housing  has 
much  to  recommend  it.  The  growth  in  the  elderly  population  will  continue  at  least  until 
the  year  2020.  Long  term  commitments  to  elderly  houdng  stock  are  thus 
demographically  sound  as  money  spent  for  decent  facilities  win  have  a  long  useful  life. 
The  construction  of  mixed  income,  congregate  service  facilities  makes  good  public 
policy: 

*  Elderly  housing  is  popular  with  the  occupants; 

*  Such  housing  frees  up  under-utilized  family  homes;  and 

*  Hospital  and  medical  care  costs  can  be  saved. 

In  summary,  this  committee  should  encourage  state  government  to  make  special 
efforts  to  develop  cost  effective  elderly  housing  programs  by  leveraging  funds  such  as  in 
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thisproposaL 

State  Finanee  Agencies  will  be  making  a  special  effort  to  develop  creative 
suggestions  for  your  consideration.  We  win  work  with  your  staff  to  help  them  any  way 
we  can.  Again,  we  believe  your  proposal  will  mark  a  historic  new  beginning  for  housing 
as  it  envisions  the  reality  of  a  new  federalism  based  on  state,  local,  and  federal 
partnerships  with  private  enterprise. 

Summary  Recommendations  to  Congress 

The  housing  legislation  introduced  by  Congressman  Gonzalez  and  his  coUeagues 
provides  an  effective  stimulus  for  the  housing  industry  and  maintains  the  federal 
government's  commitment  to  improve  housing  opportunities  for  low  and  moderate  income 
households.  In  the  coming  weeks,  the  Council  of  State  Housing  Agencies  welcomes  the 
opportunity  to  work  with  Congress  to  further  refine  the  provisions  of  H.R.  5731  to  ensure 
that  the  legislation  offers  the  most  immediate  relief  for  the  depression  in  the  housing 
industry  and  provides  the  most  efficient  delivery  of  housing  services  to  low  and  moderate 
income  households.  CSHA  strongly  supports  the  general  intent  and  major  provisions  of 
H.R.  573L  To  improve  the  impact  and  efficiency  of  the  bill,  CSHA  offers  the  fcAowing 
recommendations  to  Congress. 

Preservation  of  the  Existing  Low  and  Moderate  Income  Assisted  Housing  Stock 

e        HUD  Fair  Market  Rents  must  accurately  reflect  the  true  cost  of 

operating  and  maintaining  existing  low  income  housing  projects.  Rental 
assistance  payment  contracts  must  refiect  these  costs  and  not  place  an 
unreasonable  burden  on  low  income  households. 

e        Congress  must  ensure  that  non  insured  state  financed  projects  which 
require  rent  supplement  and  rental  assistance  payment  (RAP)  are 
provided  a  level  of  finding  authority  and  a  distribution  policy  which 
adequately  recognizes  needs  existing  outside  of  the  HUD  insured 
portifolio. 

e        The  Flexible  Subsidies  Program,  an  efficient  means  to  restore  troubled 
low  income  housing  projects  to  a  stable  financial  base,  must  be 
continued. 

e        The  Section  8  Existing  Program,  a  proven  means  to  promote  the 

preservation  and  moderate  rehabilitation  of  the  existing  stock,  must  be 
continued.  Housing  vouchers  are  not  a  substitute  for  this  program. 

Financing  the  Section  8  Pipeline 

e       The  current  FAF  interest  rate  ceiling  of  12%  should  be  raised  to  more 
accurately  reflect  current  market  interest  rates. 

e        Extend  the  date  by  which  construction  must  commence  on  all  FAF 
projects  from  the  current  June  1  start  date. 

e        The  current  recapture /reuse  ceiling  specifically  applied  to  the  FAF  (now 
set  at  L4  billion)  should  be  re-^valuated  relative  to  the  number  of 
projects  to  be  processed  under  the  FAF  guidelines. 
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•  Amendment  policies  recently  imposed  by  HUD  outside  the  normal 
regulatory  process  should  be  withdrawn.  Effective  cost  containment 
measures  already  exist  in  the  Section  8  regulation  in  addition  to 
voluntary  cost  containment  measures  underway  in  most  state  agencies. 

•  The  Administration's  policy  decisions  regarding  the  transfer  of  Section  8 
and  other  funds  previously  applied  to  state  housing  finance  agencies 
should  be  withdrawn  to  enable  state  agencies  to  effectively  finance  the 
pipeline. 

Pass  Legislation  to  Make  Housing  Bonds  a  Workable  Housing  industry  Stimulus  and 
Means  for  Providing  Affordable  Mortgage  Capital 

•  Congress  should  act  quickly  to  pass  Senate  amendments  to  H.R.  4717. 
These  amendments  include  protections  against  reserve  fund  losses  and 
increase  the  20%  low  income  requirement  for  multifamily  projects  to 
80%  of  median  income  for  10  years.  Arbitrage  provisions  should  be 
increased  to  L25%. 

e        Congress  should  push  the  Administration  to  issue  workable  multifamily 
regulations,  and  to  revise  the  present  unworkable  single  family 
regulations. 

e        Congress  should  reject  efforts  by  the  Administration  to  increase 

restrictions  on  multifamily  housing  as  a  part  of  Industrial  Development 
Bond  legislation. 

e        Congress  should  pass  legislation  eliminating  the  1984  sunset  provision  for 
single  famfly  bonds. 

Develop  Effective  Low  and  Moderate  Income  Housing  Production  Programs 

e        Project  approval  under  the  rental  housing  production  program  included  in 
H.R.  5731  should  not  be  done  on  a  project  by  project  basis.  CSHA 
suggests  a  setaside  for  states  and  large  urban  areas;  the  use  of 
certifications  rather  then  HUD  approvals;  the  use  of  post  audits  for 
enforcement;  and  a  clear  reliance  on  state  and  local  processing. 

e  Allocation  of  program  funds  should  follow  a  federal  fair  share  approach 
to  ensure  adequate  finding  for  rural  areas  and  meet  the  special  housing 
needs  of  the  elderly  and  handicapped. 

e        Workable  FHA  support  programs  such  as  co-insurance  should  be 
developed. 

e        A  clear  role  for  the  tax-exempt  financing  must  be  included  in  the 
program  designs  to  maximize  the  leverage  of  state  and  local 
participants. 

e        Congress  should  resist  efforts  to  make  the  program  totally  low  income  or 
to  provide  incentives  for  total  low  income  projects. 
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This  concludes  my  prepared  remarks.  As  noted  earlier,  CSHA  is  now  preparing  a 
more  detailed  analysis  of  the  proposed  rental  housing,  production  program.  This  analysis 
win  be  delivered  to  the  subcommittee  very  soon.  CSHA  loolcs  forward  to  worldng  with 
the  Chairman  in  every  capacity  on  this  critically  important  legislative  paclcage.  I  would 
be  happy  to  answer  questions  at  this  time. 


y  ICF  Incorporated.  Housing  Needs  In  the  80*s.  Washington,  D.C.,  February  1981. 

y  "Public  Housing  Agencies  Face  Cuts  As  Demand,  Repair  Costs  Mount" 
Daily  Bond  Buyer.  March  19, 1982  :  19. 
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ATTAO«OfT#1 


COUNOL  OF  STATE  HOUSING  AGENCIES 


Adnnnirtratlop  Proposed  IDB  Legislatiop  wm  Eiid 
Low  apd  Moderate  Ineoqie  Rgptol  Hoaaing  Bonds' 

Tht  Adniinirtretion*i  propoeed  legjajetjon  to  curb  the  sale  of  industriid 
de^relopmept  bondi  not  oply  ip^es  to  rental  houajng  bopdi  aged  by  sUte  and'loeal 
gof^ernment  to  enanee  the  prodaetion  of  critieally-needed  low  and  moderate  ineom 


gOf¥ernment  to  finanee  the  production  of  critjeally  needed  km  and  moderate  income 
rental  homing,  if  paaeed.  the  legislation  will  etTeeti^rely  end  thb  program.  The 
eombtnation  of  these  proposed  teatrietionB  with  the  reatrietiona  already  set  in  place 
under  the  Mortgage  Siteidsr  Bond  Tax  Act  of  IMO  win  make  issoanee  of  rental  housing 
bonds  a  virtual  irapoarihifity.  ki  a  separate  proposal*  the  Administration  also  will  nearly 
efiminate  the  Section  8  and  public  housing  prodhiction  programs.  The  Administration  IDB 
proposal  win  remove  from  the  hands  of  state  and  loeal  government  their  most  effective 
means  for  shouldering  the  responsibinty  of  moderate  income  rental  housing  production. 

The  economies  of  rental  housing  production,  as  demonstrated  since  the  mid- 
seventies,  have  made  moderate  income  rental  housing  production  nearly  impossible 
without  below  maricet  finmcing  and  preferential  tax  treatment.  Despite  the  fact  that 
half  of  the  renter  househokb  in  this  country  earn  less  than  $10,000  per  year,  in  1980  only 
6,100  unsubaidized  rental  units  with  rents  below  $200  per  month  were  com|fleted.  Last 
year  in  recognition  of  the  need  to  stimulate  rental  housing  production,  the  Congress 
passed  legislation  to  improve  the  tax  treatment  of  rental  housing.  Under  the 
Administration  IDB  proposal,  prohibiting  the  application  of  the  Accelerated  Cost 
Recovery  System  (ACRS)  to  bond-financed  rental  projects,  win  require  that  rents  must 
rise  as  much  as  $200  per  month  to  offset  the  loss  of  the  tax  benefit.  With  the  present 
low  income  requirement  for  bond-financed  rental  housing,  eliminating  accelerated 
depreciation  will  make  these  projects  economicany  infeasible  or  unaffordable  by  low 
income  tenants.  Either  way,  bond-financed  rental  housing  won*t  be  buQt. 

Rental  Housing  Bonds  Received  Extensive  Congressional  Scrutiny  and  Targeting 
Restrictions  In  the  Mortgage  Subsidy  Bond  Tax  Act  of  1980. 

Fonowing  two  years  of  study  and  debate.  Congress  passed  the  Mortgage  Subsidy 
Bond  Tax  Act  of  1980.  As  an  outcome  of  that  law,  aU  rental  housing  bonds  issued  since 
January  1, 1982  must  be  in  registered  form  (a  provision  also  included  in  the 
Administration  proposal).  The  1980  Act  also  stipulates  that,  in  bond-financed  rental 
projects,  at  least  20%  of  the  units  must  be  reserved  for  low  income  households  (a  more 
specific  targeting  provision  than  what  is  included  in  the  Administration  proposal). 

In  recognition  of  the  critical  public  purpose  played  by  multifamfly  bonds.  Congress 
exempted  them  from  the  1984  sunset  that  ?ras  applied  to  single  family  bonds.  Moreover, 
because  of  the  costs  and  risks  associated  with  low  and  moderate  income  rental  housing 
development.  Congress  exempted  multifamily  bonds  from  the  strict  arbitrage  and  reserve 
fund  restrictions  that  were  applied  to  single  famfly  issues. 

The  key  point  is  that,  sixteen  months  ago.  Congress  completed  lengthy 
deliberations  on  housing  bonds  and  produced  legislation  to  ensure  their  targeted  and 
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effleient  use.  There  have  been  major  problems  with  the  Mortgage  Subsidy  Bond  Tn  Aet, 
not  the  least  of  which  is  the  virtual  preclusion  of  self-supporting  single  faraOy  bond 
sales.  Rather  than  starting  from  scratch  on  an  entirely  new  piece  of  housing  bond 
legislation,  CSHA  strongly  recommends  that  Congress  make  the  needed  "fine-tuning* 
adjustments  to  the  1980  Act  and  exclude  rental  housing  bonds  from  the  Administration 
proposal 

Rental  Housing  Bonds  Are  Not  a  Run-Away  Program 

There  is  a  significant  error  in  the  Adminstration*s  explanation  of  its  IDB  proposal 
("General  and  Technical  Explanations  of  Tax  Revisions  and  Improved  Colleetion  and 
Enforcement  Proposals,  "  Department  of  the  Treasury,  February  26, 1982).  On  page  2S, 
the  Administration  charts  the  growth  of  "Housing"  bonds  between  1976  and  1981. 
Although  the  proposal  does  not  aoply  to  single  family  mortgage  revenue  bonds,  singte 
famQy  bonds  were  included  in  the  annual  totals.  Below,  Table  1  accurately  compares 
annual  volume  of  rental  housing  bonds  and  small  issue  IDBs  since  1976.  Average  annnal 
growth  of  rental  housing  bonds  over  the  last  five  years  has  been  less  than  11%.  In  faet, 
rental  bond  volume  has  been  dropping  steadily  since  1979.  These  annual  totals  dos^ 
follow  production  levels  under  the  Section  8  program.  Fully  one-third  of  all  Section  8 
units  have  been  financed  by  state  housing  finance  agencies  with  bonds.  Combining  state 
HFA  and  local  bond  finandng  via  the  11-b  program  accounts  for  the  vast  majority  of 
multifamily  rental  housing  bond  issues  during  the  last  six  years.  If  the  purpose  of  the 
Administration  proposal  is  to  curb  runaway  growth  in  IDB  volume,  such  measures  are 
unnecessary  for  rental  housing  bonds  because  marlcet  forces  relating  to  rental  housing 
development  and  cut  backs  in  federal  production  assistance  programs  already  serve  that 
purpose. 

The  Nation  Faces  a  Major  Crisis  In  Rental  Housing  Supply 

Eliminating  federal  supports  for  low  and  moderate  income  housing  production  and 
severely  restricting  state  and  local  access  to  tax  exempt  rental  housing  bonds  will  cut 
national  rental  housing  production  in  half  and  virtually  eliminate  all  low  and  moderate 
income  rental  housing  production. 

The  reason  unsubsidized  rental  housing  is  not  being  built  in  any  quantity  is  that 
households  who  can  afford  the  rents  required  by  new  rental  units  more  often  than  not  can 
afford  to  buy  a  home.  As  a  result,  homeownership  has  "creamed  off"  the  higher  income 
renters  and  left  a  renter  population  unable  to  afford  newly  built  units.  Beside  the  fact 
that  few  non-luxury  conventional  apartments  are  being  built,  annual  losses  to  the  rental 
stock  due  to  condominium  conversion,  abandonment  and  demolition  are  having  a 
devastating  effect  on  rental  housing  supply.  George  Stemlieb  of  Rutgers  University 


Table  1 

Small  Issue  IDB  and  Rental  Housing  Bond  Growth  1976-1981^ 

1981  1980  1979       1978       1977  1976 

Small  Issue  IDBs  VTT       JIT"         TTI"     U~     "O"  IT" 

Rental  Housing  Bonds  3.7  4.1  5.6  3.7  2.3  2.4 

^Statistics  from  Daily  Bond  Buyer  and  Congressional  Budget  Office 
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ettimstes  that  dBmoUtian  and  abandonment  losses  to  the  existing  rental  stock  will 
average  578,000  units  annually  during  the  eighties. 

Estimates  of  inereases  in  rental  need  resulting  from  household  formation  range 
from  29O9OOO  to  400,000  units  per  year  throughout  the  eighties.  When  losses  to  the 
existing  stoek  are  added  to  household-formation-related  statistics  we  see— as  a 
minimum— that  an  annual  rental  production  requirement  of  600,000  units  per  year  is 
needed  to  maintain  the  current  rental  supply.  Advance  Mortgage  Corporation  reports 
that  in  1981,  conventional  unsubsidized  apartment  starts  were  slightly  over  100,000 
units— at  an  price  ranges.  With  the  federal  government  backing  out  of  low  income  rental 
housing  production  and  if  these  proposals  to  strangle  rental  housing  bonds  are  passed,  hof( 
will  the  critical  need  for  low  and  moderate  income  rental  housing  production  be  met? 

The  Administration  Off  era  No  Low  and  Moderate  Income  Rental  Housing  Production 
Alternative  to  Rental  Housing  Bond  Progranw 

The  Administration  proposes  to  terminate  an  federal  assistance  for  the  production 
of  new  and  substantiany  rehabnitated  Section  8  housing  and  pubUc  houring.  The  total 
commitment  of  the  federal  government  to  low  cost  rantal  housing  production  is  10,000 
units  of  Section  202  elderly  housing  under  the  Administration's  1983  proposaL  The 
Administration  also  is  seeking  to  cancel  tens  of  thousands  of  Section  8  units  that  were 
appropriated  in  prior  yean  and  now  ara  in  the  production  (ripeUne. 

The  Administration  offers  a  housing  voucher  program  as  its  response  to  ttw  pUght 
of  low  income  rental  households  across  the  country.  The  Experimental  Housing 
Anowanoe  Program  demonstrated  clearly  that  housing  vouchers  win  do  Uttle  to  promote 
moderate  rahabiUtation  of  rental  housing  and  nothing  to  promote  new  construction  or 
substantial  rahabiUtation.  Nothing.  As  the  number  of  rental  units  decUnes  due  to 
abandonment,  demoUtion  and  condominium  conversion,  housing  vouchers  wiU  simply 
provide  mora  dollars  to  chase  after  a  steadfly  declining  number  of  goods. 

Because  of  the  high  cost  of  rental  housing  production,  rental  housing  bonds  alone 
cannot  replace  Section  8  and  public  housing  as  a  direct  response  to  the  housing  needs  of 
low  income  rentera.  Rental  housing  bonds  do  offer  state  and  local  government  a 
practical  means  to  continue  to  produce  moderate  cost  rantal  housing.  Applying  housing 
vouchers  to  bond-financed  rental  units  wiU  make  workatde  the  low  income  requirements 
for  bond-financed  projects.  State  housing  finance  agencies  alone  have  financed  360,000 
low  and  moderate  income  rental  units  with  bonds.  By  restricting  state  and  local  access 
to  rental  housing  bonds,  the  federal  government  win  dismantle  state  and  local  low  and 
moderate  income  housing  deUvery  systems  whne,  at  the  same  time,  they  are  dismantUng 
HUD  and  FmHA  low  income  rental  housing  production  assistance  capacity. 

The  Administration  Proposal 

The  Administration  proposal  to  restrict  IDBs  has  four  major  provisions  that  wiU 
directly  impact  on  rental  housing  bondss 

e         An  rental  housing  bond  issues  ara  to  be  subject  to  pubUc  review  and  approval 
by  elected  representatives  of  state  or  local  govemmenti 

e         After  1985,  state  or  local  government  must  provide  for  the  rental 

development  an  in-kind  contribution  with  a  present  value  equal  to  1%  of  the 
bond  issue; 
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•         Rental  housing  developments  financed  with  tax  exempt  bonds  oannot  benefit 
from  the  depredation  provisions  in  the  Accelerated  Cost  Recovery  System 
implemented  under  the  Economic  Recovery  Tax  Act  of  1981;  and 

e         Agencies  win  not  be  allowed  to  earn  arbitrage  on  the  interim  investment  of 
bond  proceeds  or  on  the  investment  of  reserve  fund  capital.  Bond 
underwriter  discounts  and  bond  counsel  fees  cannot  be  applied  to 
calculations  for  arbitrage  limitation  purposes. 

An  of  these  proposals  significantly  increase  the  degree  of  federal  regulation  over 
rental  housing  bond  issues.  The  public  review  requirement  will  Jeopardise  the  timing  of 
bond  sales  and  may  allow  small  community  factions  to  delay  project  construction  due  to 
objections  over  project  siting.  Presently,  all  state  HFA  bond  issues  are  subject  to  review 
and  approval  by  boards  appointed  by  state  governors  and  legislatures. 

Requiring  an  in-kind  contribution  from  state  government  mav  be  workable  in  some 
oases.  However,  a  provision  of  this  kind  clearly  discriminates  against  less  affluent 
states— the  very  same  states  that  may  be  most  in  need  of  low  and  moderate  income 
rental  housing. 

Excluding  bond-financed  rental  housing  from  the  accelerated  depreciation 
provisions  of  the  Economic  Recovery  Tax  Act  win  effectively  restrict  low  and  moderate 
income  rental  housing  investment  to  a  small  number  of  nonprofit  corporations.  Investor 
owners  win  not  build  low  and  moderate  income  rental  housing  because  the  opportunities 
for  appreciation  will,  in  most  cases,  not  offset  the  costs  and  risks.  Rental  housing 
investment  syndicates  win  be  ruled  out  entirely.  Many  non-profit  groups  rely  on  the 
syndication  process  to  raise  capital  for  housing  services,  reserve  fUnds  and  to  lower 
rents.  More  than  any  other  provision  of  the  Administration  proposal,  the  exclusion  of 
bond-financed  properties  from  accelerated  depreciation  will  kill  investment  in  low  and 
moderate  income  rental  housing. 

The  arbitrage  and  reserve  find  sections  of  the  proposal  involve  another  attempt  to 
weaken  the  security  of  low  and  moderate  income  rental  projects.  A  similar  proposal  was 
rejected  by  Congress  in  the  Mortgage  Subsidy  Bond  Tax  Act.  If  passed  into  law,  these 
restrictions  would  eliminate  the  ability  of  issuing  agencies  to  develop  the  cash  reserves 
necessary  to  ensure  the  long-term  viability  of  rental  prelects. 

These  measures,  in  tandem  with  the  restrictions  already  implemented  under  the 
Mortgage  Subsidy  Bond  Tax  Act,  will  make  it  extremely  difficult  for  state  and  local 
government  to  issue  rental  housing  bonds.  Where  bond  issues  are  workable,  the 
prohibition  regarding  accelerated  depreciation  will  preclude  any  private  investment  in 
low  and  moderate  income  rental  housing. 

Conclusion 

Congress,  foUowing  lengthy  examination  of  the  issue,  recently  passed 
comprehensive  housing  bond  legislation  in  the  Mortgage  Subsidy  Bond  Tax  Act.  The 
shock  waves  that  the  1980  Act  sent  through  state  and  local  government  are  still  being 
felt.  The  Senate  recently  has  passed  legislation  to  remove  a  number  of  the  most 
impractical  aspects  of  the  1980  Act.  Taking  up  new,  and  far  more  restrictive,  housing 
bond  legislation  is  premature  and  clearly  unjustified  given  the  great  need  for  rental 
housing  and  the  declining  role  of  the  federal  government  in  low  and  moderate  income 
rental  housing  production.  The  Council  of  State  Housing  Agencies  strongly  recommends 
that  Congress  strike  an  reference  to  rental  housing  bonds  in  this  legislative  proposaL 
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AnACHMEHT  #2 
COUNCIL  OF  STATE  HOUSING  AGENCIES 

In  Support  of  Mortgage  Revenue  Bonds 

In  1960,  Congress  perceived  a  danger  in  unlimited  mortgage  revenue  bond  (MRB) 
programs  and  passed  legislation  to  limit  bond  volume  and  target  the  use  of  bond 
proeeeds.  Unfortunate^,  teehnieal  provisions  of  the  law,  unrelated  to  the  targeting  and 
vicAime  restrietiofis,  have  made  MRB  programs  virtually  unworkable.  Despite  regulatory 
aotion  by  the  U.S.  Treasury  to  relax  some  of  the  restrictions,  1981  BfRB  issues  covered 
by  the  1980  Act  amounted  to  less  than  $2  bilBont  less  than  15%  of  the  CongrestonaUy- 
imposed  vcdume  limit.  The  majority  of  these  issues  required  a  contribution  from  HFA 
reserves  or  state  appropriations  to  cover  issuance  cost  shortfalls  resulting  from 
restrictions  on  the  use  of  bond  proceeds. 

The  Heed  for  Mortgage  Revenue  Bonds 

e         Despite  unprecedented  housing  needs,  single  and  multifamily  housing 
production  is  at  its  lowest  post-war  leveL  Conservative  projections  of 
interest  rate  levels  for  1982  suggest  that  the  depression  hi  housing,  now  in 
its  third  year,  win  continue. 

e         Unemployment  in  the  housing  and  real  estate  industries  now  numbers  over 
one  minion.  The  lade  of  affordable  mortgage  capital  jeopardizes  the 
viabiUty  of  an  sectors  of  the  housing  industry  and  sets  the  stage  for  large 
scale  housing-related  price  inflation  when  the  economy  does  recover. 


\  to  the  existing  rental  housing  stock,  the  lack  of  low  and  moderate 
cost  rental  housing  construction,  and  rental  demand  pressure  created  from 
houseliolds  unable  to  afford  ownership  units  an  set  the  stage  for  a  low  and 
moderate  cost  rental  supply  crisis  in  the  eighties.  Presently,  we  are  losing 
more  units  than  we  build. 

e         Low  income  famines  need  low  cost  energy  and  home  improvement  loans. 
Only  tax  exempt  financing  can  provide  these  loans  at  reasonable  interest 
rates.  Otiierwise  the  retail  rates,  wtiich  are  weU  above  mortgage  rates, 
must  be  paid. 

The  Benefits  of  Mortgage  Revenue  Bonds 

e         To  date.  State  HFAs  have  used  mortgage  revenue  bonds  to  finance  418,000 
single  famfly  and  360,000  apartment  units.  No  two  HFAs  are  aUke  in  the 
way  that  they  have  taflored  their  programs  to  serve  state  housing  needs. 

e         $1  bilKon  in  mortgage  revenue  bonds  win  provide  direct  below-market 

financing  for  18,500  first-time  homebuyers.  The  direct  and  induced  sales 
effect  of  $1  billion  in  MRBs  totals  over  40,000  housing  units. 
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•  $1  billion  in  mortgage  revenue  bonds  will  stimulate  the  production  of  15,000 

new  homes.  This  housing  production  will  provide  33,000  man^ears  of 
oonstmetion-related  employment. 

e         In  the  first  year,  $1  billion  in  revenue  bonds  win  generate  $126  million  in 
federal  personal  and  corporate  income  taxes  and  $54  million  in  state  and 
local  tax  revenue.  Annual  real  estate  taxes  alone  on  15,000  new  bond- 
financed  units  ($18.56  million)  will  nearly  offset  federal  revenue 
expenditures  associated  with  $1  billion  in  bonds.  In  sum,  mortgage  revenue 
bonds  are  a  net  generator  of  tax  revenue  for  federal,  state  and  local 
government. 

e         The  social  benefits  of  mortgage  revenue  bonds  include  making  the  <lream  of 
ownership  a  reality  for  thoinands  of  renters.  By  freeing  up  rental  units, 
pressure  in  the  rental  market  is  reduced.  Bond  capital  is  the  only  affordable 
source  of  home  improvement  and  energy  conservation  retrofit  capital  for 
thousands  of  American  households.  Bond  programs  allow  state  and  local 
government  to  take  responsibility  for  housing  and  promotes  the  elimination 
of  ineffective  federal  bureaucracies. 

The  Costs  of  Mortgage  Revenue  Bonds 

e  Estimates  of  the  annual  revenue  expenditures  of  mortgage  revenue  bonds 

range  widely.  The  Congressional  Budget  Office  estimate,  $22.5  million  per 
$1  billion  in  bonds,  falls  in  the  mid-range  of  these  estimates.  This  estimate, 
however,  does  not  take  into  account  the  reduction  in  the  maximum  tax  rate 
on  unearned  income  from  70  to  50  percent. 

e  Arguments  that  MRB  programs  will  deluge  the  municipal  bond  market  and 

spur  significant  increases  in  bond  yields  are  no  longer  valid  given  the  housing 
bond  volume  limitations  imposed  by  Congress. 

e  Presently,  75%  of  all  tax  expenditures  for  housing  accrue  to  households 

earning  more  than  $30,000  per  year  and  claiming  mortgage  interest  and 
property  tax  deductions  ($30  billion  per  year  according  to  CBO).  CBO 
estimates  that  mortgage  revenue  bonds  account  for  less  than  5%  of  all 
housing-related  tax  expenditures. 

e  During  a  time  when  nominal  declines  in  housing  prices  are  being  seen  across 

the  country,  MRB  programs  are  not  likely  to  have  an  inflationary  impact  on 
housing  prices.  In  fact,  by  preventing  the  collapse  of  the  housing  industry, 
bond  programs  can  stave  o^  widespread  housing  price  inflation  when  the 
economy  does  recover. 

During  a  time  when  Congress  and  the  Administration  are  considering  many  new 
and  largely  untested  options  for  aiding  the  housing  industry,  it  is  ironic  that  they  have 
not  recognized  the  facts  that  the  MRB  delivery  system  is  in  place,  bond  programs  are 
efficient,  thousands  of  first-time  homebuyers  could  benefit  and  the  housing  industry 
could  receive  a  much  needed  shot  in  the  arm  from  MRB  programs. 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Helmbrecht. 

I  have  one  question  specifically. 

Mr.  Schechter,  I  think  you  made  reference  on  page  5,  where  you 
point  out,  of  course,  the  absolute,  and  that  is  that  if  interest  rates 
are  not  controlled,  everything  else  becomes  what  it  has  been  up 
until  now,  a  bookkeeping  exercise.  You  mentioned  that  the  Credit 
Control  Act  of  1969  has  provisions  that  could  be  taken  advantage  of 
in  this  respect,  but  I  was  wondering  if  you  could  fill  in  some  specif- 
ics. What  handle  is  there  in  that  act  that  Congress  could  utilize  at 
this  time  to  control? 

Mr.  ScHECHTER.  First,  if  there  were  some  action  toward  l^isla- 
tion  to  extend  or  make  permanent  the  act 

Chairman  Gonzalez.  I  realize  it  expires  in  June. 

Mr.  ScHECHTER.  Boyond  that,  the  present  l^islation  simply  calls 
upon  the  President  to  trigger  the  action  and  the  Federcd  Reserve  to 
authorize  it.  Now,  there  had  been  suggestions  for  additioncd  l^isla- 
tion  which  would  require  the  President  to  meet  with  the  Chcdnnan 
of  the  Federcd  Reserve  and  to  discuss  it,  and  so  on.  I  don't  know 
that  there  can  be  any  l^islation  to  direct  the  President  to  do  some- 
thing in  connection  with  the  act,  because  it  is  a  type  of  l^islation 
where  any  indication  that  the  legislation  might  be  implemented 
can  cause  a  run  on  the  bank. 

So,  if  you  had  to  get  things  moving  that  way  through  legislation 
directing,  let's  say,  some  implementation,  it  would  defeat  itself.  I 
really  think  there  has  to  be  continued  pressure  from  people  outside 
the  Congress  and  the  Congress  upon  the  administration  and  the 
Federcd  Reserve. 

Chairman  Gonzalez.  What  I  was  saying  was,  assuming  we  could 
mandate,  what  would  be  the  mechanics  of  that  mandate?  I  mecui, 
what  specific  steps  would  we  be  mandating  that  could  be  taken 
under  the  provisions  of  this  act  to  control  interest  rates? 

Mr.  Schechter.  There  could  be  certain  types  of  credit  which  I 
think  are  popularly  opposed — people  are  willing  to  see  stopped.  For 
example,  corporate  takeovers.  That  has  been  a  fairly  big  one  in  the 
last  year.  That  preclusion,  I  think  if  there  were  a  mandate  through 
an  amendment  to  the  act  or  an  extension  of  the  act,  would  begin  to 
have  some  effect.  There  could  be  certain  holds  on  outflows  of  capi- 
tal to  foreign  countries.  I  believe  at  one  time  we  even  had  a  tax  on 
foreign  bonds  being  issued  in  the  country. 

Chidrman  Gonzalez.  That  is  true.  We  did. 

Mr.  Schechter.  So  there  are  actions  which  would,  I  think,  meet 
a  certain  amount  of  acceptance  and  would  avoid  the  use  of  scarce 
capital  funds  for  activities  which  eat  up  available  credit  and  serve 
no  purpose. 

Chairman  Gonzalez.  Thank  you  very  much. 

At  this  time,  I  may  have  a  question,  but  I  ask  unanimous  con- 
sent to  be  cdlowed  to  submit  it  in  writing. 

[The  foUowii^  written  question  was  submitted  by  Chairman  Gon- 
zalez to  Mr.  Schechter  and  appears  with  the  response  of  Mr. 
Schechter:] 

Question,  You  recommend  increasing  the  authorization  for  the  new  rental  housing 
construction  program  so  that  more  families  with  incomes  below  80  percent  of  area 
median  may  be  helped.  In  designing  this  bill  we  have  attempted  to  keep  the  budget 
authority  for  assisted  housing  withm  the  total  appropriated  for  Hscal  year  1982.  If 
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we  are  to  keep  within  those  limits  and  follow  your  recommendation,  how  much  ad- 
ditional budget  authority  should  we  provide  for  the  rental  program  and  which  other 
programs  should  be  reduced  to  cover  those  costs? 

Answer.  I  wish  to  propose  two  alternative  methods  of  adding  more  rental  units  so 
that  families  with  less  than  80  percent  of  area  median  can  be  helped.  As  spelled  out 
in  alternative  method  I,  the  AFL-CIO  "Alternative  to  Reaganomics,"  reproduced 
below,  would  increase  revenues  instead  of  cutting  program  budget  authority.  As  you 
will  note,  there  are  specific  provisions  to  undo  some  of  the  excessive  tax  giveaways 
that  were  enacted  in  1981,  as  well  as  to  close  some  long-standing  tax  loopholes  that 
could  raise  revenue  for  a  substantial  increase  in  low-income  rental  housing  authori- 
zation. 

If,  however,  the  committee  feels  that  it  must  remain  within  the  total  budget  re- 
straint established  earlier,  I  would  strongly  recommend  the  redesign  of  parts  A  and 
B  of  the  new  housing  production  initiative  in  title  in  of  the  bill,  as  shown  below  in 
alternative  method  n. 

The  redesigned  program  would  provide  a  substantial  increase  in  low-income 
rental  housing,  with  relatively  modest  reductions  in  the  numbers  of  owner-occupied 
and  middle-income  rented  units.  With  the  same  amount  of  budgetary  authority  that 
is  provided  for  the  program  in  H.R.  5731,  the  redesigned  version  would  be  more  re- 
sponsive to  the  needs  of  low-income  families  and  produce  more  rental  units  which 
are  and  will  continue  to  be  in  tight  supply  in  many  market  areas. 
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Chairman  Gonzaubz.  As  I  said,  you  anticipated  most  of  the  ques- 
tions. 

I  want  to  thank  you  so  much  for  the  recommendations  you  have 
made,  which  are  so  constructive  to  H.R  5731. 

At  this  point,  I  will  recognize  the  distinguished  chairman  of  the 
overall  committee. 

Mr.  St  Gkrbiain.  I  will  defer,  Mr.  Chairman. 

Chairman  Gonzalez.  Well,  then  we  will  go  on  to  Mr.  Evans. 

Mr.  Evans.  Thank  you,  Mr.  Chairman,  very  much. 

Thank  you.  Chairman  St  Germain.  I  appreciate  it.  I  appreciate 
your  being  here  this  morning. 

Leon,  you  almost  stuck  to  the  script.  I  think  for  you  you  did  a 
very  good  job.  I  appreciate  very  much  your  concern. 

Let  me  just  make  a  couple  of  general  comments  first,  Mr.  Chair- 
man, and  then  I  would  like  to  ask  a  couple  of  specific  questions. 

L^n,  you  talked  about  smcdl  business,  and  I  am  concerned  about 
small  business.  I  am  concerned  that  a  lot  of  smcdl  businesses  are 
being  acquired  and  merged  into  bigger  businesses.  I  think  small 
business  has  been  the  foundation  of  our  country,  because  ttie  great- 
er number  of  people  who  have  an  incentive  to  succeed  in  this 
system,  I  think,  the  better  off  we  are. 

I  am  also  concerned  about  the  defense  part  of  the  budget,  as  you 
are,  and  the  cost  overruns  and  inefRciency.  I  recommended  to  the 
President  that  he  establish  a  task  force  which  is  ccdled  the  Private 
Sector  Survey,  to  scrutinize  the  inefficiency  and  the  waste  in  the 
Defense  Department,  but  I  think  he  should  go  further,  and  I  have 
suggested  that  he  establish  a  gocd  for  that  Private  Sector  Survey 
task  force,  a  goal  of  eliminating  x  number  of  billions  of  dollars  of 
waste  in  the  Defense  Department  for  fiscal  year  1983. 

I  think  that  will  help  the  perception  and  the  credibility  of  the 
economic  recovery  program,  because  it  must  be  perceived  as  fair  hy 
all  Americans.  If  some  people  feel  that  they  are  bearing  an  inordi- 
nate share  of  the  responsibility  in  fighting  inflation  and  high  inter- 
est rates  and  unemplo3rment,  then  they  are  not  going  to  accept  it, 
and  the  psychology  surrounding  that  program  is  absolutely  critical. 

I  think  the  program  is  fundamentally  sound.  I  think  we  could 
not  continue  on  the  road  we  were  going.  I  think  we  needed  a  funda- 
mental change  in  direction,  but  the  question  is  how  you  change.  I 
believe  that  Dave  Stockman  has  quite  often  suggested  cuts  that  are 
too  precipitous.  We  must  have  something  to  fiU  the  gap  left  when 
these  programs  are  ended.  But  a  $100  billion  deficit  is  obviously  too 
high.  A  $50  billion  deficit  is  too  high.  I  think  you  have  to  compare 
them,  in  all  fairness,  to  the  gross  nationcd  product  at  the  time,  to 
the  total  economy,  and  I  don't  think  a  $100  billion  deficit,  cdthough 
I  oppose  it,  is  any  higher  than  we  have  had  relative  to  the  GNP  in 
some  previous  years.  That,  however,  doesn't  make  it  right. 

You  said  we  need  to  get  interest  rates  down.  There  is  no  question 
about  it.  If  the  interest  rates  don't  come  down,  the  economic  recov- 
ery program  does  not  work,  and  the  only  way  you  are  going  to  get 
interest  rates  down,  in  my  opinion,  is  to  continue  to  make  every 
effort  to  narrow  the  deficit. 

I  have  some  problems  with  the  expenditure  of  more  money,  but  I 
recognize  that  the  homebuilding  industry  is  bearing  the  brunt  of 
this  fight  against  inflation  and  high  unemplo3rment  and  interest 
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rates.  The  homebuilding  industiy  has  historically  led  our  country 
out  of  recessions.  I  think  it  can  lead  the  country  out  of  this  reces- 
sion. 

I  am  trying  to  look  at  ways  in  which  we  can  help  the  homebuild- 
ing industnr  and  help  people  achieve  that  American  dream  without 
substantially  aggravating  the  budget  deficit. 

Let  me  ask  you  a  couple  of  questions,  Mr.  Helmbrecht,  if  I  may. 
You  said  in  your  statement  that  H.R.  4717  would  provide  about 
185,000  moderately  priced  homes.  How  much  of  that  would  be  for 
single  family  construction? 

Mr.  Helmbrecht.  Congressman,  that  would  be  that  if  the  Bond 
Tax  Act  were  allowed  to  operate,  you  would  have  85,000  units. 
That  would  all  be  homeownership  housing.  That  is  a  single  family 
figure.  The  rental  figure  is  not  included  in  that. 

Mr.  Evans.  Now,  if  we  raise  those  arbitrage  limits  to  1.25  per- 
cent as  you  suggest,  and  I  agree  that  they  should  be  raised  to  nauBJ!:e 
the  mortgage  revenue  bond  approach  feasible,  how  long  would  it 
take  to  implement  the  program? 

Mr.  Helmbrecht.  Well,  as  I  emphasized.  Congressman,  in  my 
statement,  I  believe  that  this  program  is  up,  it  is  in  place,  and  it 
could  be  initiated  very  quickly.  By  that  I  mean  many  States  I  know 
are  poised  to  issue  bonds.  They  have  ofiicicd  statements  ready  to 
go.  There  could  be  a  substantial  amount  of  activity  within  30  or  60 
days. 

Mr.  Evans.  That  is  why  I  think  it  would  help  us  substantially  in 
coming  out  of  the  recession  and  letting  the  homebuilding  industry 
lead  the  way.  It  seems  to  me  that  we  are  in  a  situation  where  we 
are  trying  to  get  to  the  hospital  for  some  permcment  solution  to  our 
problems,  but  we  need  some  plasma  for  the  patient  cdong  the  way. 
Otherwise,  we  won't  get  to  intensive  care.  And  to  use  that  medical 
ancdogy,  I  think  the  same  thing  holds  true  in  the  housing  industry. 
The  mortgage  revenue  bond  program  can  provide  this  plasma,  pro- 
vide a  tremendous  number  of  job  opportunities  for  people,  and  as 
you  said,  the  mortgage  revenue  bond  approach  here  would  gener- 
ate about  $1.8  billion  in  taxes  at  the  State,  local,  and  Federal 
levels. 

The  builders  I  have  talked  to,  including  Mr.  Weiner,  have  indi- 
cated that  the  mortgage  revenue  bonds  can  work,  but  at  a  rate  of 
about  15  percent.  Is  there  really  a  market?  That  concerns  me.  In 
addition  to  the  mortgage  revenue  bonds,  I  think  we  need  something 
else.  Now,  whether  it  is  Mr.  St  Germain's  bill  or  whether  it  is 
something  else,  that  is  the  real  question.  I  would  like  the  some- 
thing else  not  aggravate  the  budget  deficit. 

Why  don't  we  take  a  look,  Mr.  Chairman,  at  the  money  going 
from  the  Synfuels  Corporation  to  Mobil  and  Exxon  and  Texaco. 
They  are  not  having  any  problems  with  their  profits  these  days. 
Let's  think  about  cdlocatmg  some  of  those  funds  to  the  housing  m- 
dustry  to  help  them.  What  would  you  gentlemen  think  of  that? 

Mr.  Schechter.  I  would  strongly  endorse  repealing  the  addition- 
€d  windfall  oil  profits  tax  reductions  in  the  1981  tax  bill.  I  would 
agree  with  you,  Mr.  Evans,  we  ought  to  ask  for  repeal  of  that  I 
think  it  cotdd  bring  several  billion  in  revenue.  I  mean,  those  who 
would  be  affected  are  the  same  firms  you  mentioned  that  have 
benefited  from  that  tax  reduction. 
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Mr.  Evans.  Mr.  Weiner? 

Mr.  Weiner.  Absolutely.  In  addition,  I  believe  that— I  think 
there  has  to  be  an  effort  to  hit  those  people  that  are  not  paying 
their  taxes.  I  think  that  you,  Congressman,  pointed  out  one  of  the 
areas,  and  Senator  Biden  from  our  little  State  of  Delaware  another. 
One  is  the  fact  that  the  Coast  Guard  is  being  cut  at  a  time  when 
we  have  a  $60  billion  undem*ound  economy  that  is  sapping  our 
strength,  and  the  other  that  Senator  Biden  talked  about  is  the  fact 
that  4  years  ago  there  was  only  $29  billion  being  lost  because 
people  didn't  pay  their  taxes.  Now  the  estimate  is  that  $72  billion 
are  being  lost  from  the  biggies  who  have  been  getting  away  with  it. 
What  we  have  done  is  cut  the  number  of  FBI  and  Justice  Depart- 
ment people  and  IRS  people  to  go  after  these  guys  who  are  cheat- 
ing on  their  taxes. 

Mr.  Evans.  I  think  the  loophole  should  be  closed.  People  and  cor- 
porations should  pay  their  fair  share. 

Thank  you,  gentlemen. 

Thank  you,  Mr.  Chairmem. 

Chairman  Gonzalez.  The  gentleman's  time  has  expired. 

In  today's  Wall  Street  Joumcd,  it  says  that  income  tax  cheating 
could  cost  the  United  States  $97  billion  of  revenue. 

Mr.  Weiner.  It  went  up  since  yesterday. 

Chairman  Gonzalez.  But  when  Congress  gave  awa^  the  Treas- 
ury last  year,  we  hadn't  had  that  kind  of  give-away  smce  Andrew 
Mellon.  The  Congress  did  it  in  the  tax  bill.  That  is  when  we  needed 
the  help,  because  today  we  can  talk  all  we  want  to  about  trimming 
costs  in  defense,  but  we  have  to  make  up,  just  as  you  suggest. 

Mr.  Schumer? 

Mr.  Schumer.  Thank  you,  Mr.  Chairman.  I  will  keep  my  re- 
marks brief. 

One  of  the  things  that  all  of  us  have  been  wrestling  with  on  this 
issue,  on  the  rental  housing  issue,  is  the  percentage  of  housing  that 
we  should  set  aside  for  low-income  families.  What  we  did  is,  we  put 
together  a  total  package  that  helped  low-income  people  in  difTerent 
ways,  such  as  public  housing,  which  is  something  very  important  to 
me,  and  others  but  we  did  not  want  a  program — we  wanted  one 
component  in  the  package  that  could  work,  to  increase  housing 
stock. 

So,  what  we  C€une  up  with  was  a  20  percent  minimum.  It  could 
go  higher.  We  have  three  different  opinions  here,  and  mavbe  you 
gentlemen  can  discuss  it.  You  know,  you  could  bat  it  around  a  little 
bit.  Mr.  Weiner  said  he  didn't  know  how  a  pro-am  would  work 
with  a  20-percent  low-income  set-aside.  He  didn  t  say  it  couldn't, 
but  he  said  he  was  somewhat  skeptical.  Mr.  Helmbrecht,  too,  said 
the  low  income  component  ought  not  to  be  very  high.  Mr. 
Schechter,  on  the  other  hand,  did  not  say  explicitly  that  the  low- 
income  component  was  too  low,  but  he  said  he  wished  there  was 
were  more  money  to  increase  the  low-income  component  in  rental 
housing. 

What  do  we  do? 

Mr.  Schechter.  You  know,  as  I  look  at  the  bill,  it  is  low  income, 
and  then  it  is  above  middle  income,  a  good  deal,  that  we  are  talk- 
ing about.  Now,  I  realize  there  is  probably  some  hope  that  there 
wUl  be  some  trickle-down  effect,  but  in  a  tight  housing  market. 
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particularly,  trickle-down  is  not  going  to  work  very  well,  and  I 
don't  see  now  we  can  really  make  this  type  of  division.  As  the 
arithmetic  showed,  you  would  get  maybe  15,000  low-income  units 
and  160,000  above  middle  income.  So,  I  think  that  it  would  be 

Mr.  ScHUMER.  Let  me  ask  you  a  question.  Have  you  studied  the 
feasibility  of  doing  projects  with  a  higher  percentage  of  low-income 
tenants?  And  you  said  we  should  get  more  money.  We  would  love 
to  get  more  money,  but  what  we  did  was  we  put  together  a  bill  that 
lives  within  last  vear's  budget  limitations.  Do  you  think  it  would  be 
better  to  have  fewer  units  for  lower  income  people  rather  than 
more  units  for  lower  middle  income  people? 

Mr.  ScHECHTER.  I  would  like  to  see  the  distribution  tilt  more 
toward  the  lower  end.  As  somebody  else  has  said,  Mr.  Berman  ear- 
lier today,  the  ones  who  were  1  percent  below,  you  know,  pust  get- 
tinginto  the  market  at  this  time,  will  probably  be  getting  m  short- 
ly. They  have  less  of  a  problem  than  those 

Mr.  ScHUMER.  Maybe  they  do  in  other  areas.  In  many  large 
urban  areas,  single  family  homes  are  nonexistent. 

Mr.  ScHECHTER.  I  realize  that. 

Mr.  ScHUMER.  And  that  is  the  thing  that  plagues  me,  coming 
from  an  area  where  rental  housing  is  a  way  of  life  for  all  sectors. 
You  know,  we  had  a  councilwoman  from  Denver,  and  her  belief 
was  that  rental  housing  should  be  for  the  very  low  income  people, 
and  that  you  should  put  lots  of  subsidies  into  single-family  homes 
to  help  €dl  the  middle-class  people  get  into  that  market. 

In  my  area,  and  in  many  areas  throughout  the  country,  we  are 
not  going  to  get  any  single-family  housing  money  except  through 
the  regular  235  program,  which  is  small,  and  we  need  some  hdp 
with  our  rental  housing  stock. 

The  record  should  show  he  is  shaking  his  head. 

Mr.  ScHECHTER.  I  Spent  the  first  21  years  of  my  life  in  New  York 
City,  so  I  am  very  familiar  with  what  you  are  talking  about. 

Mr.  Weiner.  I  don't  think  it  is  only  a  New  York  City  phenom- 
enon. Congressman,  and  too  often  we  think  of  either  a  New  York 
City  problem  or  a  rurcd  problem  in  Hicksville  with  less  than  500 

EopuLation.  The  fact  is  that  the  msgority  of  the  American  people 
ve  in  communities  that  are  between  those  poles.  My  comment 
about  mcddng  the  20  percent  work  simply  is  a  function  of  the  inter- 
est rate. 

The  problem  is,  and  one  of  the  worst  things  we  can  do  in  Amer- 
ica— I  said  in  my  statement  I  am  a  conservative,  and  I  meant  that 
I  am  concerned  that  the  Congress  and  that  public  programs  not 
only  be  for  the  low  income,  but  must  recognize  the  needs  for  the 
lower  middle  income  and  yes,  for  the  middle  income  people  who 
today  cannot  afford  a  decent  home,  particularly  for  the  youn^ 
people  who  are  not  yet  ready  to  buy  and  assume  that  full  responsi- 
biUty. 

My  concern  was  how  the  20  percent  would  work  in  a  very  practi- 
cal way,  whether  or  not  we  would  have  to  increase  the  rent  for  the 
80  percent  to  a  level  where  it  would  be  noncompetitive.  But  I  also 
said  that  I  want  to  see  an  effective  low  income  housing  program 
cdongside  of  this,  until  the  thing  works  out. 

We  learned  in  relay  races  that  you  can't  pass  the  baton  by  just 
flipping  it  down  the  track.  You  have  to  run  alongside  of  the  guy 
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until  the  other  program  works,  and  that  was  where  I  was  coming 
from. 

Mr.  Helmbrecht.  I  would  only  emphasize,  Congressman,  that  the 
present  trend  is  geared  to  the  very  low  income  and  I  think  that  in 
the  section  8  program  one  of  the  benefits  of  the  early  part  of  the 
section  8  program  was  to  cdlow  for  substanticd  income  mix  of  indi- 
viducds  below  100  percent  of  median  or  80  percent  of  median  and 
down.  The  trend  seems  to  be  50  percent  of  median  income  and  that 
in  essence  doesn't  argue  for  any  social-economic  mix. 

Mr.  ScHUMER.  I  appreciate  all  three  comments,  and  they  are 
helpful. 

lliere  is  just  one  other  comment  I  would  like  to  make.  I  wish 
some  of  my  colleagues  on  the  other  side  of  the  aisle  were  here.  It  is 
very  frustrating  for  some  of  us  to  sit  here  and  listen  to  everybodv 
talking  about  how  they  want  housing,  and  then  vote  for  an  overall 
budget  that  cuts  the  hell  out  of  housing.  Those  of  us  who  believe 
we  really  must  help  housing,  we  need  you  folks  to  talk  to  all  the 
members  on  this  committee  and  elsewhere  and  tell  them  they  can't 
have  it  both  ways.  They  can't  say  they  want  housing  and  then  vote 
for  budgets  that  don't  include  any  housing  money. 

Thank  you. 

Mr.  Weiner.  I  think  Congressman  Evans'  contribution  to  that 
was — I  am  saying  I  think  he  gave  an  illustration  of  the  kind  of 
thinking  that  we  need.  There  is  going  to  have  to  be  some  tradeoff 
within  the  constraints  of  tr3dng  to  meet  the  other  objectives. 

Mr.  Frank.  We  need  voting,  not  thinking. 

Chairman  Gonzalez.  Mr.  Chcdrman,  Mr.  St  Germain,  it  is  an 
honor  to  recognize  you.  I  just  have  one  question.  Is  there  a  commu- 
nity by  the  name  of  Succotash  in  Rhode  Island? 

Mr.  St  Germain.  Well,  I  think  there  are  those  who  have  thought 
that  there  was  no  such  area  in  the  country.  However,  we  indeed 
are  proud  to  say  that  we  have  Succotash  Road  and  Succotash 
Point,  and  unemployment  there  has  been  rising  dramatically.  You 
don't  have  to  go  back  and  say  you  are  better  off  now  than  you  were 
4  years  ago.  They  know  cdready. 

Mr.  Weiner.  We  are  going  to  build  a  turnkey  there. 

Mr.  St  Germain.  If  you  build  a  turnkey  there,  the  island  will 
sink. 

Chairman  Gonzalez.  Of  course,  the  President  singled  out  the 
other  day  in  his  protest  to  the  press  they  are  bringing  out  Succo- 
tash and  this  unemplo3rment  problem.  I  just  wondered,  because  I 
had  heard  that  there  was  such  a  place  in  the  State  of  Rhode  Island. 

Mr.  St  Germain.  We  have  it. 

Chairman  Gonzalez.  I  thought  we  had  it  in  Texas.  We  have  ev- 
erything from  Dimebox  to  you  name  it,  but  I  found  out  that  it  was 
in  Rhode  Island,  so  I  just  wanted  to  confirm  that. 

Mr.  Chairman. 

Mr.  St  Germain.  I  will  defer  to  Mr.  Frank. 

Mr.  Frank.  On  the  middle-income  question,  as  I  said  to  Mr. 
Schechter,  I  don't  think  the  trickle-down  theory  makes  sense  in 
terms  of  much  of  the  economic  area.  We  were  talking  about  in- 
creasing the  housing  supply.  I  think  there  is  something  to  be  said 
for  getting  housing  built,  and  one  of  the  tradeoffs  is  that  when  you 
are  talking  about  people  who  are  above  the  median  income,  so 
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much  a  smcdler  number  of  dollars  will  get  you  a  lot  more  units.  I 
think  there  has  to  be  a  mix,  and  the  approach  of  the  Senate  is  to 
do  none  of  it. 

But  we  were  talking  about  the  housing  stock,  I  don't  want  to  see 
a  trickle-down  thing  where  we  build  big  mansions,  but  getting 
some  housing  done  is  helpful  to  everybody,  but  I  think  the  logic  we 
all  agree  on  is  that  a  voucher  program  ailone,  which  is  the  other 
end  of  this,  which  helps  only  the  very  poor  in  a  tight  housing 
market,  as  you  point  out,  is  just  an  exacerbating  factor  in  some 
ways.  So,  a  properly  balanced  program  obviously  for  the  poor 
people  who  need  a  much  deeper  lev^  of  subsidy,  but  I  think  some 
subsidy  is  essenticd,  especially  since  what  we  are  talking  about  is  a 
high  interest  rate  situation,  which  is  not  the  fault  certainly  of 
those  home  buyers. 

Let  me  say  I  am  particularly  glad  to  have  Mr.  Helmbrecht's  ref- 
erence to  this  question  of  the  existing  stock,  because  I  think  that 
has  been  one  of  the  things  that  has  been  lost,  and  I  think  the  point 
you  make  ought  to  be  kept  in  the  forefront,  that  we  are  in  danger. 
I  mean,  it  is  not  simply  the  case  of  not  building.  We  are  losing  be- 
cause of  recdly  unwise  policies  of  trying  to  pennypinch  a  substan- 
tial number  of  units. 

I  wonder,  from  the  standpoint  of  the  State  housing  authorities — 
many  of  them  in  Massachusetts  and  elsewhere  are  raced  with  this 
dilemma — I  am  wondering  what  the  perspective  is  from  the  State 
housing  authorities  of  Federal  policies.  What  is  that  doing  to  some 
of  the  moderate  housing  stocks  that  the  authorities  now  have  some 
responsibility  for? 

Mr.  Helmbrecht.  Well,  Mr.  Frank,  I  would  emphasize,  and  one 
of  the  things  that  I  believe  many  members  of  the  suboommittee 
support  is  the  continuation  of  the  flexible  subsidy  pro&pram.  That 
has  been  extremely  useful  for  both  State-financed  ana  HUD  236 
middle-income  jobs  in  terms  of  maintaining  those  developments, 
and  in  particular  the  subsidy  program  has  assisted  State  agencies 
in  that  fashion  in  terms  of  assisting  the  older  jobs  that  are  now 
running  into  increased  maintenance  and  operationcd  costs. 

Mr.  Frank.  What  happens  if  we  cut  that  out? 

Mr.  Helbibrecht.  Well,  it  would  be  a  problem  that  would  cre- 
scendo over  the  next  5  to  6  years,  I  think  because  the  dememd  is  so 
high.  We  have,  for  example,  a  number  of  units  in  areas  of  Michi- 
gan where  people  are  paying  80  to  100  percent  of  their  incomes  to 
remain  in  236  interest  subsidized  developments,  and  I  know  this  is 
occurring  nationwide. 

Mr.  Frank.  So  if  we  continue  present  policies  proposed  by  the 
administration,  it  is  not  simply  the  cessation  of  new  construction 
but  the  loss  of  an  existing  substantial  stock  of  subsidized  units  for 
people. 

Mr.  Helmbrecht.  That  is  possibly  a  result. 

Mr.  Weiner.  Is  the  Congressman  aware  of  the  fact  that  they  set 
the  most  astonishing  piece  of  business  I  have  ever  seen  in  my  life? 
They  C€une  out  with  the  new  budget  proposal  and  they  set  a  cap  for 
all  subsidized  housing  units  in  the  United  States  at  3.8  million. 
They  said  that  at  the  end  of  fiscal  year  1981  there  was  in  existence, 
occupied,  3.4  million.  That  includes  existing  certificate  under  sec- 
tions 8  and  235,  you  know,  the  whole  thing. 
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They  then  say  they  have  700,000  units  in  the  pipeline,  and  that 
they  only  need  400,000,  which  is  where  my  statement  about  elimi- 
nating 300,000  C€une  from.  But  mind  you,  if  you  will,  think  about 
this.  That  is  at  the  end  of  fiscal  year  1981.  The  implication  is,  since 
there  are  400,000  units  that  are  in  the  pipeline  that  will  reach  that 
cap  of  3.8  million,  there  will  be  nothing  new  either  in  existing  or 
any  other  kind  for  fiscal  years  1982  to  1985.  Now,  how  are  you 
going  to  propose  even  40,000  vouchers  if  you  want  to  keep  that  cap 
at  3.8  million? 

Now  we  find  a  new  phenomenon  developing.  There  is  discussion 
in  the  public  housing  circles  about  maybe  we  need  a  little  demoli- 
tion, and  maybe  we  need  to  get  those  units  that  need  flexible  subsi- 
dy and  others  out  of  the  way,  and  maybe  we  need  to  get  rid  of  some 
of  our  subsidized  stock.  So  we  begin  to  see  a  whole  pattern  develop- 
ing. Somebody  arbitrarily  took  that  3.8  million  limit  and  is  now 
doing  what  is  necessary  in  a  regulatory  fashion  not  only  to  8quee2se 
out  the  300,000  units,  but  I  would  suggest  that  there  may  be  a 
whole  program  afoot  to  squeeze  out  all  of  the  additioncd  units  in 
order  to  maintain  that  cap. 

I  wanted  to  call  that  to  your  attention  if  you  had  not  seen  it. 

Mr.  Frank.  I  had  not  put  the  numbers  together  in  exactly  that 
fashion. 

Mr.  Weiner.  I  have  to  tell  you,  it  is  very  shaky  and  scary. 

Mr.  Frank.  Mr.  Chairman,  I  am  going  to  wind  up.  I  would  like  to 
say  that  I  am  awfully  glad  to  see  reference  to  the  FAF,  because  one 
of  the  wajrs  in  which  they  could  keep  us  from  taking  advantage 
even  of  what  we  are  supposed  to  be  able  to  get  right  now  by  cutting 
off  the  extension.  I  will  just  mention  that  40  of  us  in  the  House 
have  written  to  the  Secretary,  a  bipartisan  group,  urging  that  we 
extend  the  deadline  until  the  end  of  this  calendar  year,  December 
1982,  and  also  that  we  raise  the  interest  rate  to  14  percent. 

I  would  just  ask,  Mr.  Chairman,  to  make  a  copy  of  that  letter 
available  for  the  record,  because  I  think  that  is  another.  There  are 
a  lot  of  little  wajrs  in  which  they  can  cut  it  off,  and  we  wind  up 
worse  off  than  we  are. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

[The  letter  referred  to  follows:] 
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Conqxtii  of  tlje  Vlnitth  B^tattS 

GUKt^ngton,  B.C.  20515 
March  19,  1982 


The  Honorable  Samuel  R.  Pierce,  Jr. 
Secretary  of  Housing  &  Urban  Developnent 
451  Seventh  Street,  S.W. 
Washington,  D.C.   20410 

Dear  Secretary  Pierce: 

We  are  writing  to  you  on  a  matter  of  grave  concern  regarding  the 
future  of  che  Secilon  9  housing  program. 

Last  suiuber  you  took  Lhr   very  wise  step  of  issuing  regulations  to 
implement  a  Financing  Adjuscmcnt  Factor,  for  which  you  dcp«rv«  much  praise. 
Those  regulations  hovcver  reqclrc  a  June  1,  1982  construcrton  sLart  and 
limit  the  FAF  to  Interest  rate*  no  higher  than  U  percent   Unfortunately, 
the  conditions  which  led  to  th«  implementation  of  th«  FAF  Tcsulatlons  -  • 
UFirtccepCably  high  intpre^t  ttttm    -continue  to  pcrslsc   Therefore,  If  tbs 
FAT  Tpgul^tlona  are  no  amended  and  «xte:ided,  we  fear  that  a  nudbcr  of  very 
much  needed  and  worthwhile  projects  already  in  he  pipeline  will  be  lost. 

We  are  asking  that  the  onGtructlon  tart  doad  Ine  of  June  1   982  btt 
extended  to  December  31,  1982.   Further^ote  ve  be  lev*  that  thn  turretit 
12  percent  Imitation  is  unreal tstlcally  low;  the  very  a«all  number  of 
projects  which  have  been  able  to  akft  advantage  of  the  current  FAF 
regulations  clearly  t^ear  out  this  fact.   A  14  percent  level  would  much  more 
realistically  reflect  current  interest  rate  conditions.  We,  therefors  urge 
you  to  anwnd  the  regulsttans  In  this  nanneir^ 

As  the  Department  noted  only  ast  sumer  in  its  Justification  for  the 
current  FAT  regulations,  this  procfldure  is  "urgently  needed  If  owners  and 
State  and  local  finance  agcnclefi  are  to  continue  to  process  Section  8 
projects.   There  are  now  pending  befnre  tha  bepartnent  a  nunbar  of  Iklghly 
desirable  project  prapoaals  In  which  there  has  been  a  substantial  Invest - 
went  0  private  and  public  funds.  Due  to  urrent  economic  conditions 
these  project  propotals  cannot  be  approved  without  the  procedure  provided 
for  In  this  rule," 

Mt   tuhmlt  that  the  procedure  continues  to  be  urgently  needed,  that  tha 
projects  continue  to  be  highly  desirable,  and  that  current  economic  condi* 
tions  continue  to  warrant  the  changes  in  the  FAF  regulations  mentioomd  in 
this  letter. 

Additionally,  we  are  concerned  that  the  question  raised  recently  by 
the  Council  of  State  Housing  Agencies  concerning  HUD* s  authority  tmder 
existing  regulations  to  subject  the  actions  of  state  housing  finance 
agencies  to  the  overall  $1.4  billion  ceiling  the  Department  has  placed  oo 
the  use  of  Section  8  monies  for  FAF  be  resolved  with  deliberate  speed. 
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Chairman  Gonzalez.  Mr.  Chairman. 

Mr.  St  Germain.  Under  the  Credit  Control  Act,  Henry,  do  I  un- 
derstand you  correctly  that  as  you  know,  there  is  a  sunset  on  June 
31.  If  we  were  successful  in  removing  that  sunset,  then  the  legisla- 
tion remains  in  place  because  it  was  previously  in  there.  There  are 
those  who  advocated  certain  changes  in  the  Credit  Control  Act. 
Will  your  organization  be  supporting  those  changes? 

Mr.  ScHECHTER.  We  would.  For  example,  we  would  not  want  to 
have  again  a  retroactive — provision  for  retroactive  raising  of  inter- 
est rates  on  consumers  such  as  has  happened  in  1980.  We  are 
aware  of  that  problem.  We  might  cdso  want  to  see  the  mention  that 
there  could  be  some  priority  identification.  What  I  am  thinking  of 
is,  we  could  have  a  two-tiered  limit  on  credit,  104  percent  of  credit 
extended  last  year,  but  we  will  give  you  another  4  percent  for  agri- 
culture or  housing  and  exports. 

So,  we  would  like  to  see  some  room  for  that,  but  certainly  our 
main  emphasis  would  be  on  getting  the  thing  extended,  because  we 
think  it  can  be  very  useful.  It  proved  useful  in  1980,  and  we  have 
foreign  experience  to  back  that  up. 

Mr.  St  Germain.  Your  acuity  remains  as  sharp  as  it  always  has 
been,  Mr.  Schechter. 

Mr.  Schechter.  Thank  you. 

Mr.  St  Germain.  You  recognize  the  realities,  and  we  will  try 
very  hard.  Also,  I  want  to  thank  you  for  your  analysis  of  the  Home 
Mortgage  Stability  Act,  and  I  will  certainly  bring  your  comments — 
have  you  submitted  these  comments  to  my  subcommittee  staff? 

Mr.  Schechter.  No,  this  is  the  first  time. 

Mr.  St  Germain.  Would  you  be  good  enough  to  get  together  with 
some  of  my  subcommittee  staff  on  the  suggestions  that  you  make?  I 
would  be  most  appreciative. 

Mr.  Schechter.  Sure. 

Mr.  St  Germain.  I  don't  know  if  you  are  aware,  but  we  are  going 
to  institute  a  new  version  that  should  be  more  palatable  to  the  ad- 
ministration. Rather  than  budgeting  money,  it  will  be  off  budget. 
We  will  use  network  guarantee  certificates,  and  certainly  the  ad- 
ministration's projections,  if  their  crystal  ball  is  accurate,  then 
there  will  never  need  be  any  drawing  down  of  funds  for  the  net- 
work guarantee  certificates. 

I  wonder  if  yoii  have  given  some  thought  to  some  new  approved 
certificates.  It  appears  to  me  that  is  going  to  lock  them  in  at  14,  15 
percent,  and  so  even  though  interest  rates  generally  come  down 
three  or  four  points,  as  far  as  the  money  in  the  thrifts  are  con- 
cerned, we  are  not  going  to  see  that  reflected  in  the  home  mort- 
gages, because  they  are  going  to  be  locked  into  those  high  rates. 

Mr.  Schechter.  And  of  course  what  is  going  to  happen  is,  the  ad- 
ditional competitive  escalation  of  different  types  of  intermediaries 
bidding  for  the  funds,  we  are  going  to  have  all  interest  rates  boost- 
ed up  higher  than  they  would  be.  As  a  matter  of  fact,  it  is  very 
much  a  return  to  the  late  twenties,  when  the  depository  institu- 
tions were  bidding  for  deposits  by  raising  rates,  and  that  was  the 
reason  we  got  the  origincd  regulation  Q  in  1933,  right  after  the  de- 
cline, because  that  happened,  and  we  are  back  in  the  same  posi- 
tion. 


Digitized  by  VjOOQ IC 


1148 

Mr.  Weiner.  The  Home  Loan  Bank  Board  was  also  part  of  trying 
to  keep  that  thing  from  going  out  of  whack  again.  We  are  just  slid- 
ing right  back  into  some  of  the  worst  habits  that  we  saw  in  the  late 
twenties  and  in  the  early  thirties. 

Mr.  St  GerB(IAIN.  Well,  I  have  just  read  about  what  happened. 

Mr.  Weiner.  I  did,  too.  I  do  not  remember  it. 

Mr.  St  Germain.  But  I  cannot  disagree  with  you.  It  does  raise 
additional  concerns  because  in  this  subcomittee  and  in  the  House, 
et  cetera,  we  can  do  our  utmost  to  assist  the  dilemma  of  the  Ameri- 
can public  in  their  quest  for  housing,  but  that  in  itself  is  not  going 
to  answer  the  bigger  problem.  The  real,  real  housing  is  produced 
not  with  subsidy  but  rather  in  the  open  marketplace,  and  that  is 
getting — that  picture  is  getting  dimmer  and  dimmer  and  dimmer. 

Thank  vou,  Mr.  Chairman.  I  realize  we  have  to  vote.  And  thank 
vou,  gentlemen.  I  have  a  written  question  to  submit  to  Mr.  Helm- 
brecht,  and  I  may  have  a  few  for  Mr.  Weiner. 

[The  following  written  question  was  submitted  by  Congressman 
St  Germain  to  Mr.  Helmbrecht,  and  appears  with  the  response  of 
Mr.  Helmbrecht:] 

Question.  On  page  3  of  your  testimony  you  mention  that  non-FAF  amendments 
for  section  8  new  construction  projects  must  not  be  arbitrarily  capped.  Would  yoa 
explain  what  the  administration  is  presently  doing  and  why  you  consider  such  limi- 
tations to  be  arbitrary?  Is  the  problem  the  7V4-percent  cap,  or  the  sta^  in  the  devel- 
opment process  to  which  this  cap  applies?  What  would  be  a  more  eqmtable  principle 
for  controlling  cost  amendments? 

Answer.  Attached  you  will  find  a  legal  review  of  our  objection  to  the  HUD  policy. 
Let  me  explain  in  a  summary  fashion  what  we  consider  to  be  the  problem  and  the 
impact  of  the  policy. 

Basically  the  pohcy  limits  non-FAF  amendments  to  a  7%  percent  annual  increase 
once  a  certain  stage  in  the  processing  of  a  proposal  has  been  reached.  We  have  been 
arguing  with  HUD  about  that  stage  in  processing  and  have  finally  reached  an 
agreement  which  will  lessen  the  impact  or  the  7%  percent  per  project  amendment 
cap.  As  originally  written,  the  cap  would  impact  virtually  all  state  and  non-etate 
projects  and  would  have  reduced  the  allowable  mortgage  to  the  point  that  the  proj- 
ects would  not  have  been  feasible.  As  currently  written,  most  non-GNMA  prpiects 
will  be  able  to  a4just  their  cost  structure  and  yet  be  feasible.  Over  and  above  the 
basic  mechanical  aspects  of  the  policy  is  the  fact  that  the  cap  is  nonregulatory  and 
nonstatutory.  It  is  an  0MB  creation.  To  enforce  the  policy,  HUD  must  depend  upon 
their  discretionary  authority  to  approve  the  use  of  Fair  Market  Rents  of  greater 
than  100  percent. 

Another  aspect  of  the  cap  policy  is  that  there  is  a  national  amendment  ceiling. 
State  housing  finance  agencies,  until  this  Administration,  have  not  been  eligible  for 
amendment  funds,  nor  have  they  been  subject  to  a  cap.  In  effect,  they  were  able  to 
use  fiinds  appropriated  by  Congress  and  assigned  to  them  based  upon  their  own  ad- 
ministrative judgment.  In  exchange,  state  agencies  did  not  receive  new  money  for 
amendments.  Again  0MB  decideid  to  upset  this  balance  without  a  regulatory 
change.  0MB  established  a  new  definition  for  state  transfers  and  considered  state 
agen^  funds  to  be  under  their  amendment  control.  We  have  legally  disputed  this 
fact  HUD  seemed  to  agree,  based  upon  review  of  general  counsel,  but  by  the  back- 
door they  again  placed  a  ceiling  on  state  projects.  If  a  project  needs  to  exceed  100 
percent  of  Fair  Market  Rents,  and  most  do,  then  amendments  must  meet  the  ceiling 
restrictions. 

It  may  be  that  the  ceiling  will  ultimately  be  a  non-issue  if  either  Congress  acts  to 
appropriate  sufficient  funds  for  amendments,  or  if  HUD  and  0MB  in  tl^  adminis- 
trative and  bureaucratic  wisdom  find  a  wav  to  fairly  apportion  ceiling  so  that  pipe- 
line projects  can  move  forward.  We  doubt  the  latter  will  easily  come  to  pass. 

Reiterating,  HUD  and  0MB  have  adopted  policies  which  are  contrary  to  current 
regulation  and  are  not  based  upon  statutory  or  regulatory  requirements.  They 
intend  to  enforce  these  policies  via  the  back-door.  It  may  be  possible  to  work  out  of 
this  administratively,  but  it's  doubtful.  We  are  working  with  the  House  ^propri- 
ations  Committee  and  the  Senate  Appropriations  Committee  as  we  trust  Congress  to 
resolve  the  issue  as  an  honest  broker. 
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Washington,  D.  C.  20410 

Ret    State  Agency  Transfer  of  Set- Aside  v. 
Reuse/Recapture  Poliey 

Dear  Mr.  Knappt 

This  is  in  furtherance  of  our  letter  of  February  23, 1982  to  Mr.  Philip  Winn 
(copy  attached)  concerning  the  above  and  respondi  to  your  request  for  addtional 
information  concerning  the  Council  of  State  Houring  Agcncy*s  (CSHA)  request 
that  the  Department  reconsider  iti  recapture/reuse  policies  as  applied  to  State 
Agencies.  Specifically,  this  letter  addreSMS  the  statutory  and  regulatory  bases 
which  support  CSHA*s  position  that  State  Agencies  may  freely  transfer  its 
previoudy  assigned  set-aside  funds  independently  of  KViy*  present  recapture/ 
reuse  policies.  CSHA*s  position  is  further  supported,  as  discussed  below,  t^  past 
practices  of  HUD,  State  Agencies  and  third  party  developers. 

The  m«}or  legal  basis  for  our  position  is  set  forth  in  our  attached  February 
23rd  letter.  CSHA  would  Uke  to  reiterate  that  the  SUte  Agency  ReguUtions,  24 
C.F.R.  Part  883  (the  "883  reguUtion«"),  on  their  face,  provide  sufficient 
requisite  legal  justification  for  excepting  State  Agencies  from  HUD*s  restrictive 
recapture/reuse  policies  governing  (U  F.A.F.  fundingi  (2)  transfers  for  new  unites 
and  (3)  contract  authority  i 
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A.  Ttw  SUtuf 

In  recognition  of  the  "Increasingly  important  and  effective  role  that  State 
HoiBing  finance  Agencies  have  come  to  play  in  the  field  of  govemment-asiisted 
housing",-  Congress  gave  HUD  specific  authority  to  set-aside  funds  for  um  by  State 
Housing  Agencies.  Section  213(dX3),  which  amends  the  United  SUtes  Housing 
Act  of  1937,  provides: 

The  Secretary  may  reserve  such  housing  assistance  funds  as  he  deems 
appropriate  for  use  by  a  State  or  Agency  thereof. 

ImpUcit  within  this  sUtutory  set-aside  is  the  delegation  of  authority  to  the 
State  Agencies  of  certain  discretionary  powers  with  respect  to  their  use  of 
set-aside  funds. 

B.  The  883  Regulations 

The  883  Regulations  govern  the  processing  and  procedures  which  establish 
the  set-aside  of  contract  authority  for  use  by  State  Agencies.  Section  883J01(3) 
statest 

This  part  establishes  procedures  for  allocating  set-asides  of  contract 
authority  to  State  Agencies  and  sets  the  policies  and  procedures  under 
which  they  must  use  this  authority  to  provide  assistance  in  newly  con- 
structed, substantially  rehabiliuted,  moderately  rehabiliUted  and  existing 
housing. 

One  of  the  central  findings  which  must  be  made  in  deciding  whether  to  grant 
set-aside  is  "the  Agency*s  ability  to  administer  a  set-aside  so  that  housing  is 
placed  under  construction  or  rehabilitated  quickly  or  assistance  is  provided  in  a 
timely  manner.  .  ."  S883.204(e)(lXii).  This  determinatlont  by  its  very  native, 
presumes  that  once  a  set-aside  is  granted.  State  Agencies  must  be  accorded  the 
necessary  decision  making  ability  and  control  over  their  set-aside  to  disdiarge 
this  responsibility.  This  presumption  is  confirmed  and  defined  in  SB83.207 
governing  Termination  and  Transfer  of  Set- Asides.  It  is  noteworthy  that  the  889 
Regulations  not  only  give  SUte  Agencies  the  power  and  authority  to  freely 
transfer  its  previously  assigned  set-asides  prior  to  the  45th  day  before  the  end  of 
the  Federal  fiscal  year,  but  also,  upon  the  reporting  of  certain  information  to 


^/   Senate  Rep.  No.  93-693  on  the  Housing  and  Community  Development  Act  of 
1^74. 
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HUD,  after  the  4$th  dty  prior  to  the  end  of  the  PodmJ  fiscal  year,  to  eaeh 
ease,  **tlie  portion  of  the  sot-aside  eaneOled  or  roduood,  wiU  be  reloasod  and 
boeome  available  for  assignmant  to  another  projaetf  to  pertinent  part,  the 
SM3.S07(e)  provides  as  foUoifSs 

(e)  Transfer  of  Sat-Asides.  Where  a  speeifle  portion  of  an  Afeney^ 
set-aside  is  assigned  to  a  partieidar  project  (as  defined  in  para^aph  (a)  of 
this  section)  and  it  is  subsequently  determined  that  the  portion  so  asslgnad 
cannot  be  used  for  that  project,  the  Agency  may  retain  use  of  that 
contract  autlMrity  under  the  foUovving  ndaa. 

(L)  Prokctt  terminated  or  reduced  on  or  before  the  4Sth  day  prior  to  the 
end  ctf  fee  Federal  fiscal  year,  ine  Agency  must  notify  ilUP  of  any  deteP 
minatlon  to  terminate  or  reduce  the  contract  authority  asslgnad  to  a 
specific  project.  The  portion  of  the  set-aside  canctf ed  or  roduced  wiU  be 
released  and  become  available  for  assignmant  to  snothsr  project  through 
the  45th  day  prior  to  the  end  of  the  same  fiscal  year. 

(2)  Projact  terminated  or  reduced  after  the  4Sth  day  prior  to  the  and  of 
the  Federal  fiscal  year.  If  the  determination  to  terminate  or  reduce  the 
contract  authority  asSgned  to  a  particular  project  is  made  after  tiie  45th 
day  prior  to  the  end  of  tiie  Federal  fiscal  year  in  wMch  the  assignment  was 
made  to  that  project,  the  Agency  may  transfer  the  relaased  portion  of  the 
sat-asida  to  another  project  or  projects. 

Section  M3.207(cX2)  goes  on  to  sat  forth  a  number  of  factual  reporting 
requiraments  concerning  the  transferred  portion  of  the  sat-asida  (projact  infor- 
mation) and  assurance  of  AHA?  azeeution  within  nine  months,  an  of  which  the 
Agency  must  submit  to  HUD  after  the  Agency  determines  to  malce  the  transfer. 

As  for  the  date  that  sat-asida  authority  is  deemed  to  be  assigned, 
S88S.207(a)  providaas 

"...  set-aside  authority  is  deemed  assigned  on  the  date  HUD  issues  a 

notification  of  application  approval,  or  a  notification  of  application  or 

ifori 


From  the  foregoing,  it  is  avident  that  once  assigned.  State  Agency  ftands  remain 
within  the  Agenc]fs  control  to  be  maintained  and  administered  by  tliem.  Under 
all  outstanding  HUD  regulations,  transfer  authority  is  reserved  to  the  discretion 
of  the  SUte  Agencies  with  only  the  specific  limiUtions  imposed  by  SM9.S07(c) 
constraining  their  actions.  It  Is  important  to  note  that  the  only  constraints 
which  the  regulations  impoae  rtfata  soMy  to  (a)  the  49  day  fiscal  year  timing 
nde,  (b)  certain  factual  reporting  information,  and  (c)  AHA?  aaacutlon  within  9 
months  —  the  last  two  of  which  aoply  only  within  the  last  45  days  of  the  fiscal 
year.  The  dear  intent  of  S989.297lc),  confirmed  by  tiia  absence  of  any  specific 
limiUtions  in  S999.207(c)Q),  Is  to  p«nt  the  Agencies  unrestricted  dtocretionary 
authority  up  until  the  45th  day  before  the  end  of  the  fiscal  year. 
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C.  state  Agency  RtUanee  Upon  Agrtiniiti  idth  HUD 

The  883  Regulationi  are  tantamount  to  a  eontraet  between  HUD  and  tlie 
State  Agencies.  The  eontraetiial  rtfationMp  impoees  certain  conditioni  ypon 
each  of  the  parties,  the  fidfiUment  of  which  gives  those  perties  certain  ri^its 
and  powers.  The  underlying  premise  of  the  StS  Regulation  Is  that  in  enhange 
for  receiving  set-aside  contract  authority,  State  Agencies  "shall  assume  re- 
sponsiMlity  for  project  development  and  for  supervision  of  the  development, 
management  and  maintenance  function  of  owners.*  fM3.S0Kb).  The  inde- 
pendmee  with  which  State  Agencies  ere  expected  to  dtocharge  their  rsspon- 
sibilities  under  the  reguUtions  is  reflected  by  the  fact  that  SUte  Agency 
certifications  are  to  be  accepted  by  HUD  as  correct  and  HUD  nonitortag  is 
limited  to  merely  insuring  complianee  with  "Federal  law  and  requirements."  See 
S883.201(e). 

Once  a  State  Agency  has  been  notified  of  its  set-aside,  the  883  ReguUtions 
impose  the  following  requirementsi 

...  the  Agency  must  [promptly]  make  a  "public"  announeement  that  it  has 
been  allocated  a  set-aside,  specify  the  amount  of  the  set-aside  by  housing 
and  household  type,  indicate  where  and  when  applications  to  the  Agency 
for  fund  commitments  may  be  submitted  by  owners. .  •  The  Agency  must 
certify  that  these  notice  requirements  have  been  met."  S883.S04(d). 

This  notification  (NOP A)  is  publirtied  in  rtfiance  upon  HUD^  commitment 
to  malce  the  set-aside  funds  available  to  the  State  Agency  for  assignment  to 
specific  projects.  It  is  at  this  Juncture  that  the  State  Agencies  ere  commited  to 
administer  the  set-aside  of  contract  authority  and  HUD  is  likewise  oonmlted  to 
make  those  dollars  available  to  the  State  Agencies  provided  they  fulfill  certain 
obligations  under  the  883  Regulations.  If  HUD^  set-aside  of  eontraet  authority 
were  anything  less  than  a  commitment  to  State  Agencies^  the  Agency^  HOP  A 
would  be  tanamount  to  misrepresenting  the  availability  of  federal  subsidies. 

By  the  same  token,  State  Agencies  and  HUD  MttorieaUy  have  reeognlied 
that  the  assignment  of  set-aside  monies  to  State  Agencies  empowers  those 
Agencies  to  freely  transfer  that  contract  authority  to  any  project  or  projects 
within  their  total  set-aside  ceiling.  In  fact,  that  Is  the  wsf  HUD  and  SUte 
Agencies  have  always  done  business  and  sueh  rtfatlonBhip  precedes  even  the 
SecUon  8  Program  (witness  the  Section  336  Hon-IMured  SUte  Agency  Set-Aside 
Program). 

D.  Third  Party  Rtilance  Upon  HFDA  Funding  "Commitment" 

Multifamily  housing  developers  incur  substantial  costs  In  rtfiance  upon 
what  they  perceive  to  be  a  firm  SUte  Agency  f undbig  "commitment"  at  the  time 
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thty  MMlv*  A  Hotiflettion  of  S«etton  8  Pr^mlnary  Proponl  Approvii.  Mott 
dt¥iiopft  do  not  follow  the  dty^to-doy  subinteioni  and  proeowing  proeedurw 
bttwoon  Stato  Agondot  and  HUD,  nor  do  they  nHy  upon  the  teehnieal 
aaivuiient  of  ftandi  out  of  the  aet-aaide,  wMeh  they  eonaider  to  be  a  matter 
between  HUD  and  the  Ageney.  The  fint  firm  indleation  that  a  developer  haa  a 
real  project  "approval"  ia  when  he  reeeivea  notice  that  the  Ageney  haa  approved 
end  "funded"  Ma  Propoaal.  Prior  to  that  time  the  developer  haa  appUed  to  the 
State  Agency  for  f undbig  and/or  financing,  proeawed  or  received  a  whole  aariea 
of  state  and  local  approvals,  obtained  site  control  and  employed  numerous  pro- 
fasalonals  to  aasist  in  putting  together  a  substantive  Section  8  Propoaal 
(arcMtecta,  engineers,  consultants,  mortgage  bankers,  attorneys,  etc.). 

By  the  time  of  Notification  of  Preliminary  Propoaal  Approval,  the 
developer  has  typlcany  incurred  siseable  expenditures  for  site  options  and 
profasalonal  aasistanee.  At  this  point,  the  developer  usually  proceeds  to  order 
additional  architectural/engineering  aervicea,  lock  up  local  zoning  and  other 
local  approvals,  determine  final  financial  feesibility,  negotiate  construction 
contracts  and  otherwise  prepare  the  Final  Propoaal  submission  to  the  State 
Agency,  aU  at  a  significant  addtional  cost  to  the  developer  and  his  team. 

The  Comptroller  General's  opinion  of  February  16, 1982  (on  the  question  of 
when  Section  8  contract  authority  is  legally  commited  for  purpoaes  of  a  Federal 
obligation)-  aa  applied  to  State  Agmcy  processing,  focuses  too  narrowly  on  "f inaT 
approvals.  Developers  typieaUy  assume  that  final  approvals  will  be  eaaily 
obtained  once  the  preliminary  approval  is  received  and  once  very  scarce  Section 
8  reaources  have  been  reserved  for  them.  Moreover,  HUD,  the  State  Agencnf  and 
the  developer  have  them  already  agreed  to  the  moat  substantive  (and 
competitive)  criteria  for  Project  selection  —  rents,  overall  deaign,  developer 
capacity  and  site.  Thus  the  developer  has  indeed  assumed  a  true  Federal  and 
state  "commitment"  and  has  expended  funds  on  that  baais.  The  Comptroller 
General's  opinion  proceediall  the  way  from  Notification  of  Ap^eation  Approval 
(for  Assignment  of  Portion  of  Set-Aside  to  Specific  Project)  to  HUD/ Agency 
Final  Propoaal  approval  before  recognising  a  legaUy  enforceable  federal  liability. 
The  opinion  thus  overlooks  the  earlier  (and  to  the  developer,  more  crucial)  stage 
of  Notification  of  Preliminary  Propoaal  Approval  which  is  the  time  developers 
start  to  incur  substantial  sums  in  reliance  upon  State  Agency  funding  of  their 
Project.  To  require,  aa  the  ComptroUer  General  seems  to  be  suggesting,  that  ^ 
HUD  approval  authority  be  exercised  before  a  federal  "obligation"  occurs, 
elevates  numerous  technical  and  for  the  most  part  non*substantitve  require- 
ments to  a  level  not  usually  thought  of  as  fatal  to  Project  processing  and  fails  to 
recogniBe  the  realities  of  developer  rtfiance  upon  eariier  fundbig  approvals. 
Moreover,  if  the  Comptroller  General's  rationale  is  strictly  applied,  why  would 
the  Final  Propoaal  stage  be  viewed  as  the  point  of  commitment,  since  numerous 
additional  Federal  and  state  approvals  are  continuoudy  required  all  the  way 
through  initial  mortgage  loan  dosing,  during  the  construction  period  and  until 
final  mortgage  loan  doaing. 
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PlnaUy,  it  ihould  be  noted  that  the  agreement  "to  keep  eontreet  autherltar 
availableP'  by  HUD  and  the  State  Ageney,  as  mgfeated  by  the  Comptroller 
General,  leemf  to  eugfeat  a  mueh  more  pMive  role  for  the  Federal  and  state 
govemmenti  than  that  whieh  really  ooeurs.  In  faet,  onoe  the  developer  reeelvea 
notioe  of  Section  8  f undbig,  a  whole  series  of  meetingi  and  negotiations  usually 
follows  during  whieh  a  number  of  technieal  Projeet  proeesring  dedslons  are 
made  between  the  developer  and  the  Ageney.  Developers  certainly  woidd  Mt 
engage  in  this  prolonged  process  if  they  did  not  brieve  the  SUte  Agency  to  be 
"eommited"  to  them,  with  HUD  approvaL 

We  hope  you  will  consider  the  additional  information  above  in  maldng  your 
decision  on  this  matter.  We  look  forward  to  meeting  with  you. 

Council  of  SUte  Housing  Agencies 

By  Dunndls,  Duvall,  Bennett  ft 
and  Porter,  its  couns^ 


cct     Mr.  Philip  Abrams 

Mr.  R.  Carter  Sanders,  Jr. 

bcc:   Ton  White 

Bob  O'Connor 
Dick  Helnbrecht 
John  Ritchie 
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Chairman  Gonzalez.  Thank  you  very  much.  Just  one  question.  It 
will  save  me  having  to  submit  it  in  writing  to  Mr.  Helmbrecht. 
That  is,  in  your  statement — which  I  said  before,  we  are  very  grate- 
ful because  you  had  constructive  suggestions — you  mentioned, 
though,  that  in  our  proposed  rental  construction  section  that  it  be 
placed  on  a  fair-share  equal  basis  community  by  community. 

But  we  debated  that  very  much  when  we  were  discussing  that 
section,  and  that  is  with  the  fact  that  it  is  very  limited  in  amount, 
did  you  not  think  that  our  judgment  that  we  should  target  it  into 
the  areas  of  greater  need  and  where  the  greater  use  of  local  re- 
sources could  be  combined,  and  therefore  have  a  target — target 
that  program? 

Mr.  Helmbrecht.  Yes;  if  there  are  very  limited  financial  re- 
sources I  think  that  is  probably  the  priority  you  would  have  to 
choose.  We  were  centering  more  on  the  fair-share  program  in  the 
previous  rental  program,  which  I  think  was  done  very  equitably 
and  had  an  excellent  balance  between  rural  and  urban  interests. 

Chairman  Gonzalez.  Well,  thank  you  very  much  and  thank  you, 
gentlemen.  We  deeply  appreciate  the  time  you  have  donated.  The 
subcommittee  will  stand  in  recess  until  2  p.m.  in  the  main  hearing 
room,  2128. 

[Whereupon,  at  12:10  p.m.  the  subcommittee  recessed  for  lunch, 
to  reconvene  at  2  p.m.  the  same  day.] 

AFTERNOON  SESSION 

Chairman  Gonzalez.  The  subcommittee  will  please  to  come  to 
order  and  we  will  proceed  with  the  resumption  of  the  hearings 
begun  this  morning.  And  we  welcome  and  appreciate  very  much 
the  presence  and  interest  of  our  colleague,  Congressman  Emerson, 
and  report  to  him  that  in  view  of  the  fact  that  I  know  he  has  just 
as  pressing  a  schedule  as  every  one  of  us,  we  are  going  to  start  off 
and  recognize  him,  and  we  are  expecting  members  of  the  subcom- 
mittee to  get  over  any  minute  now. 

So  unless  you  have  some  reason  for  not  doing  so,  it  would  be  my 
intention  to  recognize  you  and  have  you  proceed  as  you  see  fit. 

STATEMENT  OF  HON.  BILL  EMERSON,  A  REPRESENTATIVE  FROM 
THE  STATE  OF  MISSOURI 

Mr.  Emerson.  Thank  you,  Mr.  Chairman.  Mr.  Chairman  and  dis- 
tinguished members  of  the  subconmiittee,  I  do  most  sincerely  ap- 
preciate this  opportunity  to  appear  today  before  this  subcommittee, 
and  I  commend  you  for  holding  these  important  hearings  on  the 
plight  of  our  housing  industry. 

Over  the  past  few  months,  I  have  had  many  thoughtful  discus- 
sions with  homebuilders,  realtors,  mortgage  lenders,  and  prospec- 
tive homeowners  in  southeast  Missouri.  These  discussions,  along 
with  the  frightening  statistics  that  we  all  know  too  well,  have  con- 
vinced me  that  high  interest  rates  have  resulted  in  a  housing- 
sector  crisis  that  demands  our  immediate  attention. 

Housing  production  in  Missouri  has  declined  to  only  13,000  starts 
in  the  entire  year  of  1981.  Unemployment  among  construction 
workers  is  running  at  over  18  percent,  and  the  failure  rate  of  con- 
struction companies  across  the  Nation  has  increased  by  49  percent 
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over  the  past  year.  In  addition,  in  my  congressional  district  alone, 
thousands  of  young,  hard-working  families  are  finding  it  imposmUe 
to  buy  their  first  homes. 

Indeed,  Mr.  Chairman,  a  crisis  does  exist.  However,  it  is  not 
really  productive  to  merely  discuss  the  statistics  that  do  little  but 
confirm  what  we  already  know  about  the  state  of  the  homdiuilding 
industry.  I  have  every  confidence  that  the  steps  we  are  taking  to 
reduce  the  growth  of  Federal  spending  and  provide  long  overdue 
tax  relief  will  help  alleviate  this  dilemma.  However,  reversing  eco- 
nomic trends  is  a  process  that  takes  time,  and  I  am  not  certain 
that  the  housing  industry  can  survive  much  longer  without  more 
immediate  action  being  taken. 

I  believe  that  now  is  the  time  to  act  positively  and  quickly  to 
enact  an  emergency  transition  program  designed  to  focus  on  the 
immediate  problem  by  temporarily  assisting  first-time  home  buyers 
in  the  purchase  of  new  but  unsold  homes. 

The  program  I  have  proposed  is  embodied  in  H.R.  5150,  which  I 
introduced  on  December  9  and  which  has  since  gained  the  support 
of  55  House  cosponsors.  Among  these  cosponsors,  Mr.  Chainnan, 
are  Messrs.  Evans,  Lowery,  McCollum,  Coyne,  and  Dreier,  all  mem- 
bers of  this  subcommittee. 

H.R.  5150  is  designed  to  provide  temporary  assistance  in  bridging 
the  gap  between  homebuilders  who  are  overburdened  with  unsold 
inventories  of  newly  constructed  homes  and  thousands  of  young, 
creditworthy  families  who  are  willing  to  buy  those  homes  but  are 
prevented  from  doing  so  by  prohibitive  interest  rates. 

I  call  this  program  the  homeownership  equity-loan  program,  or 
HELP  for  short.  I  am  confident  that  this  program  can  provide  a 
meaningful  step  toward  simultaneously  relieving  the  frustrations 
of  potential  homeowners  and  the  severe  hardships  that  the  housing 
industry  and  its  employees  are  facing.  Unfortunately,  the  financing 
of  H.R.  5150  has  been  a  source  of  repeated  frustration  for  me  ana 
the  many  supporters  of  this  measure. 

As  you  know,  Mr.  Chairman,  I  proposed  a  deferral  of  the  alloca- 
tion of  $500  million  from  the  fiscal  year  1982  targeted  tandem  pro- 
gram. However,  in  a  letter  to  me  dated  February  17,  Mr.  Robert 
Karpe,  president  of  the  Government  National  Mortgage  Associ- 
ation, stated  that  it  was  not  possible  to  defer  the  tandem  allocation 
as  proposed  in  H.R.  5150. 

Now,  it  has  come  to  my  attention  that  during  consideration  of 
1982  administration  recission  requests,  the  HUD  and  Independent 
Agencies  Appropriations  Subcommittee  has  approved  the  repro- 
graming  of  $1  billion  into  the  GNMA  tandem  program.  In  light  of 
this,  I  would  urge  this  subcommittee  to  consider  authorizing  a  half 
a  billion  dollars,  $500  million,  of  those  funds  for  implementation  of 
the  HELP  program. 

While  it  perhaps  could  be  said  that  this  approach  is  one  of  Gov- 
ernment intervention,  it  should  be  made  clear  that  these  funds 
would  come  out  of  a  recission,  and  that  the  legislation  provides  for 
recapturine  those  funds.  Moreover,  the  modest  cost  of  this  program 
would  undoubtedly  be  offset  by  the  increased  tax  revenue  that 
would  result  from  its  stimulating  effect  on  the  housing  market 

Mr.  Chairman  and  distinguished  members  of  the  subcommittee,  I 
know  that  you  share  my  concern  and  wish  to  be  responsive  to  the 
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depression  in  homebuilding.  I  respectfully  request  that  to  avoid 
prolonged  legislative  and  regulatory  delay,  you  consider  my  emer- 
gency stimulus  proposal  contained  in  H.R.  5150  for  separate  fast- 
track  legislation  action  so  that  aid  may  be  provided  by  June  this 
year. 

I  have  here  a  factsheet  which  I  would  like  to  ask  permission  to 
have  incorporated  in  the  record.  Thank  you,  Mr.  Chiairman,  once 
again  for  providing  this  forum  to  discuss  this  problem  and  perhaps 
some  solutions  to  our  national  housing  dilemma. 

Mr.  Chairman,  also,  I  would  like  to  ask  permission  to  insert  in 
the  record  at  thiis  point  a  letter  from  the  president  of  the  National 
Association  of  Home  Builders  endorsing  tlus  proposal. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

[Congressman  Emerson  submitted  the  following  material  for  in- 
clusion in  the  record:  A  letter,  dated  December  7,  1981,  from  Na- 
tional Association  of  Home  Builders  President  Herman  J.  Smith  re- 
garding l^islation  pertaining  to  the  homeownership  equity  loan 
program;  the  text  of  his  bill,  H.R.  5150;  and  a  factsheet  on  H.R. 
5150.  The  material  follows:] 
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National  Association  of  Home  Builders 

15th  and  M  Streets.  N.W..  Washington.  D.C.  20005 
Telex  69-2000  (202)  452-0400 

Dj.Smitb 
ISSlPrwkfant 

December  1,    1981 


Dear  Congressman: 

Legislation  will  be  introduced  this  week  that  is  intended  to 
stimulate  the  depressed  housing  market.   Entitled  H.E.L.P.,  the  Home- 
ownership  Equity  Loan  Program,  the  bill  would  bring  down  the  interest 
costs  for  first-time  homebuyers  who  are  currently  priced  out  of  the 
housing  market. 

The  volatile  and  record  high  interest  rates  have  saddled  the 
market  with  over  284,000  single-family  and  180,000  condominium  units 
that  are  unsold.   This  bill  would  be  targeted  to  sell  that  inventory. 

Today  the  housing  industry,  and  the  thousands  of  suppliers  and 
contractors  are  in  the  36th  month  of  continual  decline.   Unemployment 
in  the  building  industry  totals  over  918,000  and  an  additional  200,000 
self-employed  individuals  are  without  jobs.   The  failure  rate  among 
construction  firms  is  up  41%  over  1980  and  subcontractor  bankruptcies 
are  up  120%.   Since  the  slump  began  in  1978,  the  United  States  has 
lost  over  2.8  million  work-years  of  employment,  $49.2  billion  in  wages 
and  $15.7  billion  in  tax  revenue. 

This  bill  would  lower  interest  rates  to  an  affordable  12%. 
Mortgage  limits  would  parallel  the  FHA  limits  and  mortgage  would  k>e 
available  for  condominiums.  Assistance  per  unit  would  be  limited  to 
$6,000  and  upon  resale  of  the  unit  the  amount  of  the  subsidy  would  k>e 
recaptured  by  the  government.   Funding  would  come  from  the  GNNA 
Special  Assistance  Program  already  appropriated.   A  potential  100,000 
homebuyers  could  be  assisted  under  this  program. 

I  urge  you  to  co-sponsor  and  support  this  needed  emergency 
legislation. 


Sincerely, 


•  U"here  Will  Oux  Chi'drtji.  liv*-?' 
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97th  congress 
18T  Session 


H.  R.  5150 


To  authorize,  on  an  emergency  basis,  the  Govemment  National  Mortgage  Associ- 
ation to  provide  assistance  with  respect  to  certain  mortgages  secured  by 
newly  constructed,  unsold  homes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Dbcbmbbb  9,  1981 
Mr.  Embbson  (for  himself,  Mr.  Lowbbt  of  California,  Mr.  McCollum,  Mr. 
GoLDWATBB,  Mr.  Napibb,  Mr.  Spbnob,  Mr.  Whitbhubst,  Mr.  Clausbn, 
Mr.  MooBHBAD,  Mr.  Thomas,  Mr.  Dannembteb,  Mr.  Dobnan  of  Califor- 
nia, Mr.  BuBQBNBB,  Mr.  Roussblot,  Mr.  Pashatan,  Mr.  Nowak,  Mr. 
Robbbts  of  South  Dakota,  Mr.  Rob,  Mr.  Pbitchabd,  Mr.  Shamanskt, 
Mr.  Dbbdeb,  Mr.  Hansbn  of  Idaho,  and  Mr.  Duim)  introduced  the  follow- 
ing bill;  which  was  referred  to  the  Committee  on  Banking,  Finance  and 
Urban  Afiairs 


A  BILL 

To  authorize,  on  an  emergency  basis,  the  Gbvemment  National 
Mortgage  Association  to  provide  assistance  with  respect  to 
certain  mortgages  secured  by  newly  constructed,  unsold 
homes. 

1  Be  it  enacted  by  the  Senate  and  Htmse  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  section  305  of  the  Federal  National  Mortgage  Associ- 
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1  ation  Charter  Act  is  amended  by  adding  the  following  new 

2  subsection  at  the  end  thereof: 

3  "fl)(l)  Notwithstanding  any  other  provision  of  law,  the 

4  Secretary  of  Housing  and  Urban  Development  may,  during 

5  fiscal  year  1982  and  after  taking  into  account  the  conditions 

6  and  purposes  described  in  subsections  (a)  and  (b),  direct  the 

7  Association  to  implement  the  provisions  of  this  subsection. 

8  "(2)  Whenever  the  Secretary  issues  a  directive  under 

9  paragraph  (1),  the  Association  shall,  in  accordance  with  such 

10  directive,  provide  financial  assistance  to  mortgagors  by — 

11  "(A)  making  conunitments  to  purchase  and  pur- 

12  chasing  the  mortgages  of  such  mortgagors  and  servic- 

13  ing,  selling  (with  or  without  recourse),  or  otherwise 

14  dealing  in  such  mortgages;  or 

15  ''(B)  making  payments  to  mortgagees,  on  behalf 

16  of  such  mortgagors,  in  the  form  of — 

17  "(i)  reductions  of  the  principal  obligations  of 

18  mortgage  loans  made  to  such  mortgagors;  or 

19  "(ii)  prepayments  of  the  interest  which  would 

20  otherwise  be  due  with  respect  to  such  loans. 

21  ''(3)  The  purpose  of  such  financial  assistance  shall  be  to 

22  reduce  the  mortgagor's  payments  for  principal  and  interest  to 

23  an  amount  which  would  be  paid  if  the  interest  rate  charged 

24  with  respect  to  the  mortgage  were  12  percent  per  annum. 

25  "(4)  Such  financial  assistance  may  be  made  only  if — 
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1  "(A)  the  mortgage  is  a  first  mortgage  secured  by 

2  a  dwelling  unit  (including  a  unit  in  a  condominium  or 

3  cooperative   project)   designed   principally   as   a   one- 

4  family  residence; 

5  "(B)  the  construction  of  the  dwelling  unit  de- 

6  scribed  in  subparagraph  (A)  began  (as  determined  by 

7  the  Association)  before  October  1,  1981; 

8  ''(C)  such  unit  has  not  been  purchased  or  occupied 

9  prior  to  the  purchase  assisted  under  this  subsection; 

10  "(D)  such  unit  is  to  be  occupied  by  the  mortgagor 

11  as  the  mortgagor's  principal  place  of  residence; 

12  "(E)  the  mortgage  is  insured  under  section  203  or 

13  234(c)  of  this  Act,  or  guaranteed  under  title  V  of  the 

14  Housmg  Act  of  1949,  chapter  37  of  title  38  of  the 

15  United  States  Code,  or  insured  by  a  qualified  private 

16  insurer  as  determined  by  the  Association; 

17  "(F)  in  the  case  of  a  mortgage  insured  by  a  quali- 

18  fied  private  insurer,  the  mortgage  meets  the  terms  and 

19  conditions  applicable  to  mortgages  insured  under  sec- 

20  tion  203  or  234(c),  as  the  case  may  be,  of  this  Act 

21  with  respect  to  the  maturity  term  of  the  mortgage,  am- 

22  ortization  and  down  payment  requirements,  the  re- 

23  quirement  of  an  approved  mortgagee,  and  the  limita- 

24  tions  imposed  on  the  interest  rate  and  the  principal 

25  amount  of  the  mortgage;  and 
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1  "(O)  the  agreement  to  provide  assistance  meets 

2  other  requirements  which  may  be  established  by  the 

3  Association  as  necessary  to  carry  out  this  subsection  in 

4  an  efficient  and  effective  manner. 

5  ''(5)  Upon  the  disposition  or  refinancing  of  the  property 

6  by  any  mortgagor  assisted  under  this  subsection  or  in  any 

7  case  in  which  the  mortgagor  ceases  to  occupy  the  property  as 

8  the  mortgagor's  principal  place  of  residence,  the  Association 

9  shall  provide  for  the  recapture  of  an  amount  equal  to  the 

10  lesser  of — 

11  "(A)  the  amount  of  assistance  received  by  the 

12  mortgagor  as  a  result  of  this  subsection;  or 

13  ''(B)  an  amount  at  least  equal  to  50  percent  ot 

14  the  net  appreciation  of  the  property,  as  determined  by 

15  the  Secretary. 

16  For  purposes  of  subparagraph  (B),  the  term  'net  appreciation 

17  of  the  property'  means  any  increase  in  the  value  of  the  prop- 

18  erty  over  the  original  purchase  price,  less  the  reasonable 

19  costs  of  sale,  the  reasonable  costs  of  improvements  made  to 

20  the  property,  and  any  increase  in  the  mortgage  balance  as  of 

21  the  time  of  sale  over  the  original  mortgage  balance  due  to  the 

22  mortgage  being  insured  pursuant  to  section  245.  In  providing 

23  for  such  recapture,  the  Association  shall  include  incentives 

24  for  the  homeowner  to  maint>ain  the  property  in  a  marketable 

25  condition.  Notwithstanding  any  other  provision  of  law,  any 
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1  sach  assistance  shall  constitute  a  debt  secured  by  the  proper- 

2  ^  to  the  extent  that  the  Association  may  provide  for  such 

3  recapture.  The  amount  of  any  recapture  made  under  this  sub- 

4  section  may  not  be  expended  without  approval  in  an  appro- 

5  priation  Act. 

6  ''(6)  In  issuing  any  directive  pursuant  to  paragraph  (1), 

7  the  Secretary  shall  provide  that — 

8  ''(A)  the  assistance  provided  under  this  subsection 

9  is  aUocated  among  the  various  regions  of  the  country 

10  on  the  basis  of  the  inventory  in  each  such  region  of 

11  unsold,  newly  constructed  homes  with  respect  to  which 

12  assistance  may  be  provided  under  this  subsection; 

13  ''(B)  the  amount  of  assistance  received  by  any 

14  mortgagor  as  a  result  of  activities  authorized  by  this 

15  subsection  shall  not  exceed  $6,000;  and 

16  "(C)  a  priority  is  given  to  providing  assistance 

17  with  respect  to  mortgages  secured  by  dwelling  units 

18  which — 

19  ''(i)  are  modest  in  design; 

20  "(ii)  have  been,  or  are  being,  constructed  by 

21  homebuilders  whose  credit  resources  are  restricted 

22  by  the  smaU  size  of  their  homebuilding  operations; 

23  and 

24  ''(iii)  are  purchased  by  families  or  individuals 

25  who  have  not  previously  purchased  a  dwelling 
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1  unit  and  who  likely  would  not  be  able  to  afford  to 

2  purchase  tiie  dwelling  unit  without  the  assistance 

3  provided  under  this  subsection. 

4  "(7)  The  authority  of  the  Association  to  enter  into  com- 

5  mitments  to  provide  assistance  under  this  subsection  shall 

6  expire  at  the  close  of  fiscal  year  1982. 

7  ''(8)  The  Association  shall  provide  assistance  under  this 

8  section  by  utilizing  not  more  than  $500,000,000  of  its  au- 

9  thority  to  provide  assistance  under  this  section  in  fiscal  year 

10  1982  with  respect  to  projects  which  are  not  assisted  under 

11  section  8  of  the  United  States  Housing  Act  of  1937. 

12  "(9KA)  The  provisions  of  the  constitution  of  any  State 

13  expressly  limiting  the  rate  or  amount  of  interest,  discount 

14  points,  or  other  charges  which  may  be  charged,  taken,  re- 

15  ceived,  or  reserved  by  lenders  and  the  provisions  of  any  State 

16  law  expressly  limiting  the  rate  or  amount  of  interest,  discount 

17  points,  or  other  charges  which  may  be  charged,  taken,  re- 

18  ceived,  or  reserved  shaU  not  apply  to  any  mortgage  which  is 

19  assisted  under  this  subsection. 

20  ''(B)  The  provisions  of  subparagraph  (A)  shall  apply  to 

21  mortgages  made  or  executed  in  any  State  until  the  effective 

22  date  (after  the  date  of  enactment  of  this  section)  of  a  provi- 

23  sion  of  law  of  that  State  limiting  the  rate  or  amount  of  inter- 

24  est,  discount  points,  or  other  charges  on  any  such  mortgage.'' 
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7 

1  Sec.  2.  Section  302(bMl)  of  the  Federal  NatioiuJ  Mort- 

2  gage  Association  Charter  Act  is  amended  by  inserting  "or  a 

3  mortgage    purchased    under    section    305(1),"    after    "or 

4  Hawaii,"  in  clause  (3)  of  the  proviso  in  the  first  sentence. 
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HOMEOWNERSHIP  EQUITY  LOAN  PROGRAM  (H.E.L.P.) 
FACT  SHEET 

1.  Program  participation  Is  limited  to  credit  worthy  first-time  homebuyers. 

2.  Eligible  homes  are  limited  to  recently  constructed  or  partially  constructed 
and  unsold  residential  properties  (single  family,  condo,  or  co-ops).  A 
priority  is  established  for  lower  cost  no  frills  home  design  (below  $67,S00). 

3.  Mortgage  financing  may  be  either  FHA  (203b  and  245).  VA,  private  or 
conventional. 

4.  Maximum  mortgage  limit  up  to  133  1/3X  of  the  FHA  Section  203b  ($67,500) 
limit  for  single  family  (111%  for  condo)  for  each  geographic  area  as 
determined  by  the  Secretary  of  HUD.  Mortgage  term  for  up  to  30  years; 
down  payment  required  —  same  as  FHA  Section  203b. 

5.  Interest  rate  to  homebuyer  established  and  based  upon  income  necessary  to 
qualify  for  the  loan  as  determined  by  the  Secretary  of  HUD.  Rate  of 
interest  shall  be  fixed  at  12  percent  per  annum. 

6.  The  total  value  and  cost  of  the  Federal  contribution  will  be  retained  and 
recaptured  at  time  of  sale,  disposition,  or  refinancing  of  the  property. 

7.  The  program  authority  expires  one  year  after  date  of  enactment. 

8.  A  potential  of  100,000  unsold  homes  can  be  sold  and  occupied  by  first-time 
homebuyers  under  this  program. 

9.  The  Federal  cost  of  providing  a  temporary  and  fully  refundable  loan  differ- 
ential to  qualified  and  working  first-time  homebuyers  for  the  Federal 
government  would  be  approximately  $500  million  for  1982  only.  The  source 
of  funding  will  be  obtained  from  previously  authorized  and  appropriated 
HUD  program  funds  from  1982  through  the  Gf*A  Spec  a j  A^si  tance  progran, 
previously  appropriated  but  not  obligated  and  earmarked  for  use  as  interest 
subsidies  for  unsubsidized  and  moderate  income  targeted  tandem  projects. 
The  recapture  and  subsequent  loan  repayment  funds  which  are  repaid  to  the 
Federal  government  through  resale  or  refinancing  reuse  is  made  subject  to 
approval  in  appropriations  Acts. 

10.  Allocation  of  loan  funds  by  HUD  will  be  made  on  a  regional  or  State  unsold 
inventory  supply  basis  with  a  priority  established  at  regional  or  area 
basis  for  the  small  homebuilder. 

11.  Homes  must  be  previously  unoccupied  and  for  permanent  full-time  residence  of 
purchasor  only. 

12.  The  Government  National  Mortgage  Association  (GNMA)  is  authorized  to  provide 
assistance  through  a  mortgage  purchase  program  or  by  providing  direct  front- 
end  lump  sum  payments  to  financial  Institutions  on  behalf  of  approved  and 
eligible  first-time  homebuyers  for  principal  or  interest  write-downs  up  to 

a  limit  necessary  to  lower  mortgage  Interest  rates  to  12X  for  up  to  a 
maximum  of  $6,000.  whichever  is  lower. 
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Chairman  Gonzalez.  I  don't  know  if  you  had  an  opportunity  to 
review  one  of  the  two  bills  that  we  have  before  us  in  the  considera- 
tion of  these  hearings;  that  is,  H.R.  5731  and  what  we  suggested 
there  with  respect  to  the  tandem  program,  which  as  you  know,  the 
President's  budget  zeroes  out. 

So,  what  we  have  here  is  a  fight  for  survival.  Of  course,  I  know 
you  are  referring  to  the  recission  and  with  what  is  on  now,  but  let 
me  assure  you  that  I  have  followed  your  legislation  and  I  think 
part  of  it,  of  course,  was  referred  to  Ways  and  Means,  part  of  the 
kit.  I  think  you  have  more  than  one  bill. 

Mr.  EhifERSON.  There  are  certainly  many  housing  bills  pending, 
and  I  am  deeply  concerned  about  this  problem.  In  fact,  I  am  a  co- 
sponsor  of  a  number  of  bills  designed  to  relieve  the  plight. 

Chairman  Gonzalez.  Well,  I  wanted  to  tell  you  that  I  welcome 
that,  and  really,  as  I  S€dd  earlier,  we  deeply  appreciate  your  pres- 
ence and  interest  in  this  very,  very  critical  area.  And  your  recom- 
mendation, of  course,  is  going  to  be  very  seriously  considered  here 
by  the  subcommittee. 

At  this  moment,  though,  I  was  just  wondering  if  you  were  famil- 
iar with  this  H.R.  5731,  which  is  the  vehicle  that  we  have  before 
us.  Mr.  Lowery? 

Mr.  LowERY.  Thank  you,  Mr.  Chairman.  Congressman  Emerson, 
you  are  to  be  commended  for  both  your  efforts  and  your  concern  in 
initiating  this  proposal.  Although  modest,  I  think  it  is  a  very  effec- 
tive short-term,  cost-effective  program  to  aid  first-time  home 
buyers  and  small  business  builders,  construction  workers,  home- 
builders,  and  suppliers.  As  a  matter  of  fact,  your  bill  is  actually 
constructed  to  address  the  most  critical  and  disadvantaged  s^ment 
of  the  industry;  those  homebuilders  who  because  of  the  small  size 
of  their  operations  are  suffering  rather  severe  financial  hardship  as 
well  as  potential  homebuyers  now  denied  homeownership  opportu- 
nities because  they  have  no  equity  ownership. 

As  you  know,  other  alternatives  have  been  proposed.  They  offer, 
I  think,  more  of  what  can  be  described  as  a  shotgun  approach  and 
do  not  target  the  assistance  to  those  most  in  need,  which  your  bill, 
H.R.  5150,  does.  This  being  the  case,  wouldn't  you  agree  that  H.R 
5150  provides  a  higher  public  policy  purpose  for  Federal  support, 
and  therefore,  should,  in  fact,  as  you  have  indicated,  be  expedited? 
And  a  followup  question — do  you  have  any  suggestions  on  how  this 
legislative  consideration  can  be  accelerated  so  that  the  program 
will  take  effect  in  June  while  builders  are  still  alive,  if  you  will, 
although  holding  on  by  their  fingernails? 

Mr.  Emerson.  I  am  grateful  for  the  comments  of  the  chairman, 
Mr.  Lowery,  who  assures  me  that  this  legislation  will  receive  the 
consideration  of  the  subcommittee  in  markup. 

I  have,  in  my  statement,  asked  that  it  be  put  on  a  fast  track  for 
the  very  reasons  which  you  suggest,  and  I  hope  that  that  may  be 
done. 

Mr.  LowERY.  Thank  you.  Congressman,  thank  you,  Mr.  Chair- 
man. 

Chairman  Gonzalez.  Thank  you,  Mr.  Lowery,  and  thank  you. 
Congressman,  again.  And  of  course,  we  will  continue  to  be  in  com- 
munication with  you. 
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Mr.  Emerson.  Thank  you,  Mr.  Chairman,  and  I  look  forward  to 
working  with  you.  If  there  is  any  way  at  all  that  I  can  cooperate 
with  the  subcommittee,  I  want  to  do  that.  Thank  you. 

Chairman  Gonzalez.  Thank  you  very  much.  We  will  be  in  com- 
munication with  you. 

We  have  next  the  first  panel  for  this  afternoon's  hearing,  first, 
Mr.  R.  Clayton  Jones,  who  is  president  of  NAHRO;  Mr.  John  A. 
McCauley,  deputy  commissioner  of  the  Department  of  Housing  and 
Community  Development  of  the  city  of  Bisdtimore;  Mr.  Andrew  J. 
Mooney,  the  executive  director  of  the  Chicago  Housing  Authority 
and  Mr.  Roy  J.  Cleveland,  the  executive  director  of  the  Navajo 
Housing  Authority. 

Mr.  LowERY.  Mr.  Chairman,  before  we  begin  I  have  a  short  state- 
ment that  I  would  like  to  submit  for  the  record. 

Chairman  Gonzalez.  Certainly,  you  are  recognized  for  that  pur- 
pose. You  want  to  submit  the  statement  at  this  point  in  the  record? 

Mr.  LowERY.  Yes. 

Chairman  Gonzalez.  Without  objection,  the  statement  submitted 
by  Mr.  Lowery  will  be  placed  into  the  record  after  the  opening  re- 
marks this  afternoon. 

[The  statement  of  Mr.  Lowery  follows:] 

Statement  of  Hon.  Bill  Lowery  in  Support  of  H.R.  5150 

Thank  you,  Mr.  Chairman.  I  appreciate  you  including  consideration  of  this  legisla- 
tion in  these  hearings. 

And  thank  you,  Mr.  Emerson,  for  appearing  before  this  subcommittee  today  to 
present  our  alternative  proposal  to  be  of  assistance  to  the  housing  industry,  the  un- 
employed construction  worker  and  the  potential  first  time  homebuyer  who  is  cur- 
rently financially  unable  to  purchase  a  home. 

I  am  pcurticularly  pleased  to  be  a  cosponsor  of  H.R  5150,  the  Homeownership 
Equity  Loan  Program,  because  I  feel  this  legislation  is  directly  responsive  to  the 
current  difficulties  of  the  housing  industry.  The  HELP  bill  authorizes  an  interest 
write-down  to  12  percent— the  figure  generally  considered  appropriate  to  stimulate 
the  market.  This  measure  is  narrowly  targeted  to  get  the  biggest  '"bang  for  the 
buck"  for  our  federal  tax  dollars.  Assistance  would  go  to  creditworthy  first-time  ho- 
mebuyers  on  an  owner-occupied  basis  to  purchase  inventoiy  homes.  Small  home- 
builders  would  get  priority.  The  allocation  of  these  funds  by  HUD  would  be  made  on 
a  regional  or  state  unsold  inventory  basis.  Implementation  of  H.E.L.P.  would  mean 
that  100,000  homes  that  are  currently  unsold  could  be  occupied  by  firstrtime  home- 
buyers. 

Additionally,  I  am  pleased  that  H.R.  5150  is  responsible  legislation — ^the  proposal 
provides  for  the  full  recapture  of  federal  funds  upon  sale  or  refinancing  of  the  prop- 
erty. This  legislation  will  actually  save  money  for  the  American  taxpayer  because 
defaults,  bankruptcies  and  construction  labor  unemployment  costs  can  be  alleviated, 
thus  generating  additional  productive  capital  investment  and  Federal,  State,  and 
local  tax  revenue. 

I  strongly  urge  that  this  measure  be  adopted  as  soon  as  possible. 

Mr.  Lowery.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Is  there  any  member  of  the  panel  who  is 
under  a  time  constraint  or  pressure,  because  we  will  be  glad  to  rec- 
ognize you  first,  if  there  is  no  objection.  If  not,  if  there  is  no  objec- 
tion, I  intend  to  recognize  each  one  of  the  panelists  in  the  order 
that  we  introduced  you,  beginning  with  Mr.  Jones  and  proceeding 
counterclockwise  to  the  left. 

Mr.  Jones? 
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STATEMENT  OF  R  CLAYTON  JONES,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  HOUSING  AND  REDEVELOPMENT  OFFICIALS 

Mr.  Jones.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. My  name  is  R.  Clayton  Jones,  I  am  executive  director  of  the 
Pontiac,  Mich.,  Housing  Commission  and  president  of  the  National 
Association  of  Housing  and  Redevelopment  Officials.  I  appreciate 
this  opportunity  to  appear  before  you  today.  I  have  a  prepared 
statement  which  I  would  like  to  submit  for  the  record.  I  would  also 
like  to  submit  a  copy  of  NAHRO's  analysis  of  the  administration's 
fiscal  year  1983  budget  request. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

Mr.  Jones.  Thank  you,  Mr.  Chairman.  Since  the  administration 
has  yet  to  submit  its  legislative  package,  I  request  that  we  be  per- 
mitted to  provide  further  comments  when  that  package  is  availa- 
ble. 

Mr.  Chairman,  we  would  like  to  thank  you  and  the  members  of 
the  committee  for  taking  the  leadership  in  putting  together  a  com- 
prehensive housing  package.  Your  package  deals  effectively  with 
all  aspects  of  the  housing  crisis,  not  just  isolated  issues.  At  a  time 
when  the  administration  appears  to  be  saying  that  decent,  ade- 
quate housing  is  none  of  the  Government's  concern,  you  have  put 
forth  a  proposal  that  clearly  reaffirms  this  Nation's  longstanding 
commitment  to  decently  house  its  citizens.  We  thank  you  and  we 
will  do  all  that  we  can  to  support  your  efforts. 

We  have  commented  upon  various  aspects  of  your  bill  in  our 
written  testimony.  We  strongly  support  your  efforts  to  continue  the 
CDBG  and  UDAG  programs  at  the  currently  authorized  levels.  We 
applaud  your  commitment  to  provide  continued  funding  for  public 
housing  development  and  to  initiate  a  new,  creative  rental  housing 
production  and  rehabilitetion  program. 

We  have  commented  on  each  of  these  in  our  written  testimony. 
However,  I  would  like  to  focus  my  comments  on  the  most  signifi- 
cant crisis  still  facing  us:  public  housing  operating  subsidies. 

NAHRO  represents  a  body  of  committed  public  officials  who  are 
responsible  for  managing  over  $70  billion  in  public  assets  in  over 
2,700  communities.  We  house  over  3  million  people.  The  people  we 
serve — the  elderly,  the  handicapped,  and  the  large,  poor  families — 
are  the  very  persons  for  whom  we  have  created  a  safety  net"  in 
this  country,  and  public  housing  is  a  part  of  that  "safety  net." 
Today,  we  represent  a  bedy  of  public  officials  and  agencies  strain- 
ing desperately  with  minimal  resources  and  under  h^h  conditions 
to  sustain  a  viable  program. 

Over  the  past  several  years  we  have  had  to  make  choices  which 
we  do  not  like.  They  are  contrary  to  our  basic  principles.  We  have 
agreed  to  sacrifice  some  housing  development  funds  for  operating 
needs,  while  we  know  there  is  a  crying  need  for  housing  production 
in  this  country.  We  have  agreed  to  forego  public  housing  modern- 
ization funds  in  order  to  get  funds  to  handle  our  day-toKlay  oper- 
ations, knowing  that  deferring  needed  physical  improvements  is 
costly  in  the  long  run. 

We  have  made  these  choices  in  desperation  because  the  most  im- 
portant thing  right  now  is  to  pay  for  the  lights  and  heat,  keep  the 
water  running,  keep  the  doors  and  windows  working,  and  to  pro- 
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vide  a  minimal  level  of  health  and  safety  for  low-income  house- 
holds that  occupy  public  housing.  These  immediate  needs  cannot  be 
postponed.  But  I  must  say  to  you  it  is  sad,  indeed,  to  stand  by  and 
watch  90,000  units  of  desperately  needed  housing  fallen  into  disre- 
pair and  vacancy,  and  to  know  that  another  100,000  units  will  soon 
be  in  that  category  and  unable  to  be  used  by  the  tens  of  thousands 
who  cannot  find  affordable  shelter. 

That  is  where  we  are.  We  must  have  the  operating  funds  which 
our  testimony  calls  for.  We  have  got  to  have  the  modernization 
funds  if  we  are  to  protect  this  enormously  valuable  public  assets  we 
cannot  wait  for  months  on  end  to  get  the  money. 

Fiscal  year  1982  is  almost  half  over.  Local  public  housing  agen- 
cies are  still  not  certain  what  their  Federal  assistance  will  be. 
Many  local  agencies  are  one-fourth  of  the  way  into  their  program 
years  and  do  not  know  how  much  money  they  are  going  to  have. 
This  sorry  circumstance  again  forces  us  to  ask  for  less  than  we 
know  is  needed. 

This  we  are  requesting  a  certainty  of  funding  in  operating  needs, 
even  though  it  may  be  inadequate.  It  is  not  a  happy  choice,  but  it 
is  better  than  the  choice  we  have  and  the  hand-to-mouth  uncertain- 
ties of  the  present  system. 

Most  of  the  members  of  this  committee  are  familiar  with 
NAHRO's  proposal  for  public  housing  operations.  In  essence,  we 
are  asking  for  two  things.  First,  we  are  asking  for  a  3-year  funding 
commitment  to  lend  stability  to  the  program,  as  is  done  in  the  sec- 
tion 8  existing  and  other  housing  programs.  This  commitment 
would  enable  us  to  receive  funds  on  a  timely  basis  and  be  able  to 
plan  our  activities  a  year  or  two  ahead. 

This  predictability  is  so  critical  to  NAHRO  that  we  are  willing  to 
accept  a  flat  3-year  allocation  in  exchange  for  a  long-term  commit- 
ment. Although  this  is  clearly  less  than  we  need,  it  is  more  than 
we  have  been  getting. 

Second,  we  are  asking  that  housing  authorities  be  given  the  flexi- 
bility to  manage  their  own  affairs.  Housing  authorities  should  be 
permitted  to  develop  their  own  rental  and  management  structures 
to  fit  their  needs.  Local  plans  should  be  developed  in  consultation 
with  tenants  and  others  in  the  community  rather  than  dictated  by 
a  national  formula.  We  must  get  out  from  under  the  disincentives 
and  stifling  limitations  of  the  current  system. 

We  are  also  asking  for  flexibility  to  manage  our  own  local  cir- 
cumstances and  to  find  other  resources  when  the  Federal  share  in 
public  housing  falls  short.  We  are  asking  for  less  than  the  evidence 
supports  in  order  to  get  certainty  and  the  flexibility  to  deal  with 
our  own  circumstances. 

The  public  housing  crisis  continues.  Units  continue  to  deterio- 
rate. Tenant  services  are  vanishing,  and  housing  authorities  cure 
getting  closer  and  closer  to  the  brink  of  bankruptcy.  We  are  begin- 
ning to  feel  like  a  broken  record,  Mr.  Chairman.  I  do  not  know 
what  it  will  take  to  bring  this  message  home  to  those  who  would 
reduce  public  housing  resources  and  manipulate  funding  for  other 
purposes. 

Let  me  conclude  by  repeating  that  local,  public  housing  officials 
take  their  responsibilities  very  seriously,  striving  to  serve  those 
who  public  housing  is  intended  to  serve,  as  well  as  maintain  and 
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improve  a  very  valuable  puUk  asset  We  have  gone  about  as  fieur  as 
we  can  ga  We  must  have  refinrm  in  the  operating  funding  sgfstem; 
we  must  have  flexibility  and  incentives  to  be  creative  and  effective. 
We  must  have  funds  to  modernize  and  protect  the  existing  units. 

But  lest  it  be  too  easily  forgotten  in  our  desperaticm  to  keep  our 
doc»8  open,  we  must  also  strive  to  regain  a  national  commitment  to 
provide  newly  omstructed  housing,  a  well  as  the  tools  for  economic 
and  nei^iborhood  revitalizaticm.  And  unless  we  regain  mcnnentum 
toward  these  goals,  any  oHxnrtunity  to  catch  up  in  the  years  ahead 
will  be  irrevocably  lost 

We  appreciate  the  strong  support  our  programs  have  had  from 
this  OHnmittee  in  the  past,  and  I  know  that  we  wiU  have  that  sup- 
port again.  Mr.  Chaiiinan,  thank  you.  I  would  be  pleased  to  re- 
spond to  any  questions  you  have. 

[Mr.  Jones  submitted  the  following  material  for  inclusion  in  the 
record:  A  prepared  statement  on  behalf  of  the  National  Association 
of  Redevelopment  OfiBdals;  NAHRO's  pohcv  analysis  of  the 
Reagan  fiscal  year  1983  HUD  budget;  NAHRO^s  comments  on  the 
administration's  legislative  padkage;  and  a  ''Summary  of  CDBG/ 
UDAG  Questionnaire  Responses."  The  material  follows:] 
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STATEMENT  OF 
R.  CLAYTON  JONES.  PHM. 
President 

Nr.  Chalman  and  menbers  of  the  Coonlttee.  I  am  R.  Clayton  Jones,  Executive 
Director  of  the  Housing  Commission  of  Pontlac.  Michigan,  and  President  of  the 
National  Association  of  Housing  and  Redevelopment  Officials.    As  you  knoM»  NAHRO 
represents  over  6.000  individuals  and  2.000  agencies  Involved  In  carrying  out  local 
housing  and  comnunlty  development  programs.     I  appreciate  this  opportunity  to  appear 
before  you  today  to  discuss  h6us1ng  and  community  development  legislation  for  fiscal 
year  1983. 

For  openers.  Mr.  Chairman.  I  vould  Ilka  to  congratulate  you  and  your 
colleagues  on  the  Comnlttee  for  your  housing  and  community  development  proposals 
for  the  coming  year,  as  contained  In  HR5731.     Me  applaud  the  leadership  you  have 
shown  In  putting  together  a  comprehensive  housing  package  which  addresses  the 
iqyrlad  of  Ills  facing  housing  In  this  country  today.     We  regret  that  the 
Administration's  legislative  package  Is  not  yet  available,  and  ask  If  you  might 
keep  the  record  open  so  that  we  can  provide  written  comments  after  having  the 
opportunity  to  review  the  Administration's  proposed  legislative  amendnents. 

Mr.  Chairman,  the  question  we  have  before  us  today  Is  a  very  fundamental 
one:     Is  this  nation  going  to  back  away  from  Its  45  year  commitment  of  providing 
decent,  safe  and  sanitary  housing  for  all  Americans?    Clearly,  the  Administration 
Is  saying  that  decent,  adequate  housing  Is  none  of  the  government's  concern;  that 
this  belongs  within  the  purview  of  the  private  market  place.     I  believe  the  litany 
Is  that  "once  the  Interest  rates  come  down,  all  will  be  well". 

There  Is  no  question  that  high  Interest  rates  are  severely  hampering  the 
housing  Industry.  Including  the  construction  of  assisted  housing.     However,  acceptable 
interest  rates  are  not  the  total  solution.     Even  in  the  best  of  economic  times, 
the  private  sector  has  not  been  able  to  fulfill  the  housing  needs  of  low  and 
moderate  Income  persons  and  of  deteriorating  neighborhoods.     Public  assistance  Is 
essential  to  provide  the  basic  Infrastructure  to  support  housing  and  to  provide 
housing  at  affordable  rents.     I  am  confident  that  this  Congress  understands  that 
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basic  fact  and  will  reaffirm  this  nation's  long-standing  connrftment  to  decently 
house  Its  citizens. 

If  we  can  once  clearly  reaffirm  that  goal  and  responsibility t  then  we  can 
turn  our  attention  to  the  best  ways  ef  accomplishing  our  purpose  within  the  tight 
economic  constraints  that  we  face.    We  believe  that  you  have  done  exactly  that  In 
the  legislation  that  you  are  proposing.    You  have  retained  last  year's  overall  funding 
level— which  reflects  a  drop  of  approximately  30X  from  fiscal  year  1981— and 
yet  have  provided  a  balance  of  programs  to  ensure  viable  progress  toward  our  goals. 

If  I  may,  I  would  like  to  make  some  specific  connents  on  the  provisions  of  that 
package  as  well  as  on  the  budget  proposals  of  the  Administration. 

Public   Housing  Operating  Subsidies 

Here  we  are  again,  facing  a  crisis  In  public  housing  maintenance  and  operation. 
Ue  could  undoubtedly  simply  repeat  last  year's  testimony  unchanged  because  the  problems 
and  concerns  remain  applicable  to  our  current  situation:     Inadequate  and  unpredictable 
funding  levels,  and  no  local  recourse  to  resolve  the  problem. 

I  will  not  repeat  for  you  the  statistics  of  the  public  housing  crisis,  with 
which  you  have  become  so  familiar.     Rather,  we  have  attached  to  this  testimony  a 
fact  sheet  on  public  housing  and  the  results  of  a  recent  NAHRO  survey  concerning 
the  Impact  of  funding  cuts  on  local  housing  authorities.    This  data  speaks  for 
Itself. 

Ue  are  gratified  to  see  that  this  Committee's  leadership  has  once  again  faced 
the  public  housing  problem  squarely  and  provided  $1.6  billion  In  the    HR5731 
in  order  to  fully  fund  housing  authorities  at  the  front  end.    We  appreciate  the 
long  hard  battles  that  many  of  you  on  this  Conmlttee  fought  on  behalf  of  public 
housing  during  last  year's  budget  and  authorization  process,  and  suspect  that  we  will 
have  a  similar.  If  not  even  more  difficult,  fight  ahead  of  us  this  year. 
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Thanks.  In  large  part,  to  yeonan  efforts  by  ■ieiri>ers  of  this  subconrlttee 
last  year,  we  were  able  to  eke  out  two  supplenental  appropriations  to  bring  housing 
authorities  to  96. 5X  of  their  funding  eligibility  for  fiscal  year  1981.    Thus, 
housing  authorities  were  able  to  hobble  through  another  year.     However,  this 
piecemeal  funding  of  a  program  which  tries  to  manage  and  maintain  over  1.2  million 
housing  units  for  over    3  minionifim1l1er.1s  simply  no  way  to  run  a  ship. 

The  last  of  these  fiscal  year  1981  supplemental  funds  were  distributed  earlier 
this  month,  after  many  housing  authorities  had  completed  their  program  years  and  had 
already  suffered  the  devastating  effect  of  staff  cuts  and  sharp  curtailment  of 
activities. 

Now,  for  the  third  year  in  a  row,  we  are  starting  the  year  with,  at  best, 
82%  of  the  funds  needed  to  operate  our  public  housing  units  in  fiscal  year  1962,  and 
the  President  is  proposing  to  cut  them  even  further    in  fiscal  year  1983.     Housing 
authorities,  that  are  already  one-quarter  of  the  way  through  their  1962  program 
years,  still  do  not  know  how  much  money  they  will  receive  for  this  year,  when  they 
will  receive  it  and  under  what  rules  or  distribution  system. 

This  is  an  absolutely  untenable  situation.     It  is  simply  not  possible  for 
housing  authorities  to  plan,  budget  or  manage  their  activities  with  any  level  of 
consistency  under  these  circumstances. 

We  believe  that  it  is  time  to  rectify  this  situation.     NAHRO  believes  that  it 
is  critical  to  establish  a  longer  term  funding  mechanism  for  public  housing  operations 
in  order  to  overcome  the  devastating  effect  of  the  irratic  funding  situation  we  now 
face.    We  recommend  that  the  funding  of  public  housing  operating  subsidies  be  modeled 
after  programs  such  as  the  Section  8  existing  program,  with  contract  authority  provided 
for  the  first  year  and  budget  authority  provided  over  a  period  of  at  least  3  years. 
Under  this  system,  the  Secretary  would  sign  a  contract  with  each  housing  authority 
and  the  funds  would  be  automatically  available  in  each  of  the  three  years  irlthout 
the  need  to  seek  annual  appropriations,  except  for  new  units  in  the  inventory. 
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We  understand  that  our  proposal  goes  someMhat  against  the  tide  of  the  times, 
when  many  on  Capitol  Hill  and  in  the  Congress  are  seeking  ways  to  eliminate  long 
term  budget  authority  and  uncontrollable  indexing.     For  that  reason,  we  have  kept 
the  term  of  the  comnltment  short,  at  only  three  years.    And  more  significantly 
NAHRO  is  willing  to  accept  a  flat  amount  for  each  of  the  three  years,  without 
indexing  for  inflation  or  other  cost  increases.     As  you  know,  Mr.  Chairman,  this 
is  a  rather  dramatic  position  to  be  taken  by  this  organization  that  has  fought  long 
and  hard  for  adequate  inflation  factors  and  full  funding  of  operating  subsidies;  but 
it  is  an  indication  of  how  very  critical  funding  stability  and  predictability  is  to 
those  who  have  to  manage  housing  on  a  day  to  day  basis.    Most  of  them  are  willing 
to  give  up  annual  funding  increases  in  exchange  for  being  able  to  plan  and  budget 
their  activities  a  year  or  two  ahead  and  to  receive  their  funding  in  a  timely, 
predictable  manner. 

Integrally  tied  to  this  proposal  ,is  a  need  to  loosen  the  rules  and  regulations 
which  hamstring  the  management  ability  of  housing  authorities  and  provide  disincentives 
for  sound  management  and    increasing  revenues.     Every  action  of  a  housing  authority 
is  governed  by  stacks  of  regulations  and  reams  of  forms  which  drain  energy  and 
thwart  creativity. 

NAHRO 's  three-year  funding  proposal  would  help  significantly  in  removing  some 
of  the  disincentives.     Under  this  system,  housing  authorities  would  receive  a  set 
annual  amount  which  would  not  be  reduced  dollar  for  dollar  for  Increases  in  revenues, 
as  under  the  current  system.     Housing  authorities,  therefore,  would  have  an  incentive 
to  creatively  seek  other  resources,  both  public  and  private,  to  help  them  improve 
their  operations,  above  and  beyond  what  is  provided  through  the  rather  niggardly 
operating  subsidy  level. 

In  addition  to  this  flexibility,  housing  authorities  need  the  ability 
to  establish  their  own  rent  schedules  in  accordance  with  the  needs  of  their 
communities,  their  tenants  and  their  overall  operations,  subject  only  to  HUH's 
review.     NAHRO  is  proposing  that  the  flat  30S  of  income  for  rent 
requirement  be  eliminated,  and  that  housing  authorities  be  permitted  to  work 
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with  their  tenants  and  their  local  governments  in  establishing  rent  and  incoae 
systems  which  best  suits  their  circumstances,  based  upon  local  housing  conditions 
and  the  composition  of  their  eligible  tenant  population. 

Under  the  current  system,  housing  authorities  are  unable  to  make  even 
modest  adjustments  in  their  rent  schedules.     If  Nrs.  Jones  lives  in  a  building 
that  is  30  years  old,  deteriorated,  drafty  and  in  a  shod<ty  neighborhood,  while 
Krs.  Smith  is  able  to  move  into  a  brand  new  elevator  building  with  good  security 
and  attractive  community  space,  they  still  pay  the  same  rent  if  their  Incomes  are 
the  same.     The  housing  authority  is  unable  to  provide  a  differential  in  their  rents, 
regardless  of  the  discrepancy  in  the  condition  of  their  accommodations.     If  a  tenant's 
income  goes  up  his  rent  goes  up.  even  if  that  rent  increase  forces  him  out  of  public 
housing;  thus,  resulting  in  a  disincentive  to  advance.     If  a  tenant  receives  a  flat 
welfare  payment  which  includes  a  shelter  allowance  exceeding  30t  of  his  Income, 
housing  authorities  must  collect  less.     If  the  costs  of  operating  the  public  housing 
and  providing  services  to  the  tenants  exceeds  the  sum  of  operating  subsidies  plus 
income,  housing  authorities  have  no  recourse  but  to  cut  services  and  watch  units 
deteriorate  and/or  drop  from  the  inventory. 

If  we  are  going  to  expect  housing  authorities  to  properly  manage  their  projects, 
then  we  must  give  them  the  flexibility  to  be  able  to  do  so. 

Most  of  you  on  this  Coimittee  are  familiar  with  NAHRO's  proposal  for  changing 
the  system  of  public  housing  operations.    We  have  attached  a  sunmary  of  this  proposal 
to  our  written  testimony. 

We  are  also  aware  of  the  concerns  of  many  of  you  that  there  be  adequate 
safeguards  to  ensure  that  public  housing  continue  to  serve  low-income  persons  within 
their  ability  to  pay.    We  share  this  concern;  however,  we  believe  that  the  system 
we  have  now  is  premised  on  the  worst  case  scenario,  the  lowest  common  denominator; 
and  it  is  clearly  not  working.    Our  public  housing  stock  continues  to  deteriorate 
and  services  to  the  tenants  are  vanishing.    We  believe  that  housing  authorities  and 
their  communities  can  develop  better  systems  to  serve  the  needs  of  their  tenants  as 
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Me11  as  the  physical  needs  of  their  properties.     Those  who  cannot  should  be 
monitored  more  closely.    Those  who  can  should  be  given  the  flexibility  to  do  so. 

We  are  currently  gathering  examples  from  around  the  country  of  the  types  of 
systems  that  different  housing  authorities  would  propose  and  the  Impact  of  those 
systems  upon  tenant  rents  and    operating  resources,  to  help  exemplify  our  proposal. 
We  expect  to  have  those  collected  soon,  and  would  be  pleased  to  share  them  with  the 
members  of  this  Subcomnlttee. 

I  would  like  to  make  one  final  connent  with  regard  to  public  housing  operating 
subsidies.    We  noted  with  Interest  the  provision  In  HR5731  allowing  housing  authorities 
to  transfer  public  housing  development  funds  In  the  pipeline  to  cover  public  housing 
operations.    We  had  extensive  discussions  with  members  of  this  Subcommittee  and  your 
staff  last  year  on  a  similar  provision  contained  In  the  Senate  version  of  the 
appropriation  bill;  and  perhaps  now  we  will  say  back  to  you  what  you  said  to  us  at 
that  time:     this  provision  should  be  approached  with  caution. 

We  strongly  support  the  concept,  since  It  provides  flexibility  at  the  local  level 
to  determine  where  the  greatest  need  lies  and  how  resources  can  best  be  used.     It  also 
potentially  provides  an  opportunity  for  some  of  the  seriously  financially  distressed 
authorities  to  receive  an  Infusion  of  funds  Into  their  operations  to  help  them  catch 
up;  something  that  could  never  be  adequately  provided  through  the  operating  subsidy 
system  or  tenant  rents.     However,  It  needs  to  be  made  abundantly  clear  that  this  Is  a 
supplement  to  and  not  a  replacement  for  a  fully  funded  operating  subsidies  system. 
Otherwise,  we  will  have  accomplished  nothing  more  than  to  jeopardize  our  public 
housing  production  program  and  to  discriminate  between  those  who  do  and  do  not  have 
development  funds  In  the  pipeline. 

Public  Housing  Modernization 

Last  year,  we  outlined  for  the  Subcommittee  the  potential  cost-savings  that 
could  be  realized  through  an  adequately  funded  and  administered  modernization  program. 
Those  savings  are  even  greater  now  as  utility  costs  continue  to  rise.     A  fully  funded 
modernization  program  Is  a  sound  Investment. 


Digitized  by  VjOOQ IC 


1178 


We  would  strongly  urge  the  Subconinittee  not  to  back  a¥«y  from  Its  original 
coomltment  to  fund  the  Comprehensive  Improvement  Assistance  Program  at  a  level  of 
$100  million  per  year. 

There  are  approximately  200,000  substandard  public  housing  units  that  could  be 
lost  from  the  Inventory  If  adequate  modernization  funds  are  not  provided  In  a  timely 
manner.     The  longer  we  delay,  or  stretch  out,  the  funding  of  modernization  .needs* 
the  more  costly  it  will  be. 

We  are  pleased  to  see  that  HR5731  rejects  the  Adnl  n  1  strati  on 's  proposal  to  fund 
modernization  through  recaptures  and  through    local  options  to  convert  development 
money.    While  we  support  local  option,  we  do  not  support  holding  badly  needed  housing 
production  funds  hostage  and  forcing  localities  Into  untenable  choices. 

The  Comprehensive  Improvement  Assistance  Program  Is  a  well -conceived  and 
designed  program  and  efforts  should  be  devoted  to  Implementing  It  quickly  and 
efficiently,  not  to  altering  Its  course. 

Public  Housing  Production 

We  congratulate  the  Committee  leadership  on  retaining  a  viable  level  of 
public  housing  production  funds  In  HR5731.     Although  the  level  Is  only  about  half 
the  number  of  units  we  have  had  In  years  prior  to  1982,  we  understand  the  budgetary 
constraints  within  which  you  are  operating  and  the  choices  and  priorities  which 
must  be  established. 

Although  housing  construction  appears  to  be  In  disfavor  with  many  these  days, 
nobody  has  yet  shown  us  a  more  efficient,  cost-effective  way  of  providing  housing 
for  low-Income  persons,  particularly  for  those  with  special  needs  such  as  large 
families  and  Indians.     These  needs  have  never  been  adequately  met  by  the  private 
sector  or  by  other  assisted  programs    and  never  will  be. 

While  some  communities  cannot  use  additional  public  housing  development  funds 
at  this  time  for  a  myriad  of  reasons,  there  are  many  more  communities  who  are 
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building  projects  today  and  could  use  as  many  units  as  they  can  get  tomorrow. 
Public  housing  waiting  lists  of  eligible  tenants  are  nearly  as  long  as  the  list 
of  persons  actually  served. 

We  should  not  back  away  from  our  commitment  to  a  program  which  has  been  able 
to  provide  decent,  affordable  housing  to  low-income  persons  for  over  40  years. 

Community  Development 

We  strongly  support  the  provisions  In  HR5731  to  fund  the  Communis  Development 
Block  Grant  and  UDA6  programs  at  the  levels  authorized  through  last  year's  legislation 
of  $3.66  billion  for  CDBG  and  $500  million  for  UDAG. 

Last  year  CDBG  entitlement  comnunltles  received  funding  reductions  of  approximately 
14X;  and  who  knows  what  will  happen  to  the  smell  cities  that  have  been  shifted  over 
to  the  states?    UOAfi  was  cut  by  35X.    But  that  Is  not  the  worst  of  it:    related 
programs  such  as  those  of  EDA  and  the  Small  Business  Administration  and  others  have 
been  slashed  so  dramatically  that  the  overall  reduction  In  community  and  economic 
development  resources  available  to  localities  In  1982  was  In  excess  of  50%.     If  one 
adds  the  Impact  of  Inflation,  the  actual  reduction  Is  even  more  devastating. 

It  Is  foolish  to  speak  of  economic  recovery  and  revltallzatlon  and  then  deny 
resources  to  state  and  local  governments  to  provide  the  basic  Infrastructure  and 
Incentives  to  make  that  recovery  possible. 

In  light  of  the  cuts  visited  upon  community  development  and  economic  programs 
last  year,  anything  less  than  the  authorized  levels  for  CDBG  and  UDAG  would  be 
unacceptable. 

NAHRO,  the  U.S.  Conference  of  Hayors,  the  National  League  of  Cities,  the 
National  Association  of  Counties  and  the  National  Community  Development  Association, 
have  conducted  an  extensive  survey  of  cities  and  counties  to  determine  the 
accomplishments  of  the  CDBG  and  UDAG  programs  and  the  Impact  of  the  actual  and 
proposed  funding  cuts  on  program  progress  and  activities.    The  results  of  that  survey 
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are  currently  being  analyzed  and  will  be  submitted  to  the  SubcoBBittee  in  the 
near  future.  Preliminary  data  shows  dozens  of  projects  abandoned  or  deferred 
as  a  result  of  the  cuts. 

We  are  also  pleased  to  see  the  continuation  of  the  Section  312  rehabilitation 
loan  program  and  the  Section  108  loan  guarantee  progran  in  HR5731.    The  Section  106 
program  has  received  accelerated  use  in  recent  years  and  has  provided  additional 
up-front  capital  for  conmunity  and  economic  revitalization  efforts  at  virtually 
no  cost  or  risk  to  the  federal  government.     It  is  the  type  of  program  that  should  be 
continued  and  expanded  in  the  years  ahead  as  the  demand  increases. 

Section  8  Existing  Housing 

There  has  been  a  flurry  of  activity  over  the  past  year  focused  on  a  concept 
called  "housing  vouchers".    We,  as  others  in  the  housing  Industry,  worked  with  the 
President's  Coomission  on  Housing  and  with  HUD  in  considering  how  a  housing  voucher 
might  be  designed  and  what  it  might  accomplish.    As  this  process  continued,  one 
feature  after  another  was  borrowed  from  the  highly  successful  Section  8  existing 
program,  until,  in  the  end,  what  seems  to  be  emerging  is  a  cheap  version  of  that 
program. 

We  would  ask  the  question:     if  the  Section  8  existing  program  Is  so  well 
designed  and  successful,  why  change  it?    We  have  heard  no  one  complain  that  it  is 
a  poor  program,  and  few  complain  about  its  costs.     By  reducing  the  '"ent  standard 
and  eliminating  rent  increases  as  HUO  proposes,  we  are  only  guaranteeing  to  turn 
a  successful  program  into  an  unsuccessful  one.    At  the  lower  subsicly,  there  will 
be  fewer  adequate  units  from  which  to  draw,  and  tenants  will  be  forced  to  pay 
higher  and  higher  precentages  of  their  incomes  for  rent. 

To  add  insult  to  injury,  the  Adnini strati on  is  proposing  to  use  the  bulk 
of  these  units  for  the  conversion  of  existing     leases      rather  than  for  adding 
to  the  inventory  of  persons  served. 
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While  minor  modifications  to  the  Section  8  existing  program  could  be 
considered.  Me  do  not  believe  that  a  substantial  reduction  of  the  per  unit 
subsidy  will  result  In  a  workable  program. 

We  support  the  provisions  of  HR5731  to  continue  the  Section  8  existing 
program  Intact. 

Rental  Housing  Production  and  Rehabilitation 

We  coomend  you,  Hr.  Chairman  and  Congressman  Schumer,  for  the  introduction 
of  a  creative  new  approach  to  multifamily  rental  housing  production  and  rehabilitation. 

Although  there  are  those  who  will  produce  a  flurry  of  statistics  to  prove  that 
there  is  no  rental  housing  crisis  in  this  country*  anyone  who  has  tried  to  rent 
an  affordable  unit  recently  would  have  some  interesting  comments  on  those  statistics. 

The  need  for  new  and  substantially  rehabilitated  rental  housing  remains  acute. 
Public  housing  authorities  are  still  able  to  house  only  13X  of  the  qualified  population. 
Waiting  lists  are  extensive.  Statistics  from  HUD's  Annual  Housing  Survey  show  that, 
as  of  1978,  over  7  million  households  were  still  housed  in  substandard  of 
overcrowded  conditions;  over  3  million  households  were  paying  more  than  60X  of 
their  Incomes  for  rent.  As  household  formations,  abandonments  and  conversions 
increase,  the  national  rental  vacancy  rate  has  fallen  well  below  S%  and  in  some 
individual  markets  it  is  as  low  as  i  of  It.  Production  of  rental  housing  in  the 
private  market  has  virtually  ceased.  Short  supply  and  low  vacancy  rates  are 
putting  tremendous  inflationary  pressures  upon  the  existing  housing  stock.  As 
moderate  and  middle-income  persons  are  finding  it  harder  and  harder  to  find  affordable 
units,  low  income  persons  are  being  forced  out  of  the  market  entirely. 

It  is  imperative  that  we  make  steady  progress  toward  providing  adequate, 
affordable  housing;  and  public  assistance  is  essential  to  that  progress. 


9U-95J   0  '   82   '   26 


Digitized  by  VjOOQ IC 


1182 


The  NAHRO  menbershlp  has  not  yet  had  the  opportunity  to  review  and  conwcnt 
upon  your  new  rental  housing  initiative,  but  will  be  doing  so  next  week  at  our 
annual  Housing  Conference.  After  we  have  had  the  opportunity  to  discuss  your 
proposal  more  fully,  we  would  appreciate  an  opportunity  to  provide  you  with. more 
specific  connents  on  its  individual  provisions. 

As  an  overall  comment,  however,  I  will  say  that  I  find  your  proposal  to 
be  creative  and  refreshing.  It  addresses  the  very  critical  need  of  providing 
localities  and  their  designated  agencies  with  a  tool  and  an  incentive  to  meet  a 
variety  of  housing  needs,  to  capitalize  on  available  opportunities,  and  to  do  so 
in  the  most  productive  and  cost-effective  manner. 

We  would  urge  you  to  keep  the  program  simple  and  to  keep  overlay  requirements 
and  regulations  to  a  minimum  in  order  to  preserve  these  flexible  features  and  allow 
room  for  the  maximum  creativity  at  the  local  level. 

We  look  forward  to  working  with  you  on  this  proposal  in  the  months  ahead. 

Closing 

Mr.  Chairman,  I  would  like  to  submit  for  the  record  along  with  wy  written  testimony, 
NAHRO 's  analysis  of  HUD's  fiscal  year  1983  budget  request.     I  would  like  to  thank  you 
for  this  opportunity  to  appear  before  you  today,  and  would  be  pleased  to  respond  to 
any  questions. 


Digitized  by  VjOOQ IC 


1183 


V 


'^1 


1 


3^ 


>6rvihqthe  ftaticnjs  Housinqe  „ 
Communri;yO«yeloprnent  Heeds 


TH2    CRISIS    IN    PUBLIC    HOUSING 


NRHBO  Fact  Sh— t 
Novembar  10,   1981 


r^j-dinc  Shortfall 


In  1982,  approxliaataly  44%  of  all  op«rating  costs  will  b*  spent  en  utilities. 
Since  utilities  are  fixed  costs,  funding  cuts  will  eill  have  to  cone  from 
the  remaining  56%  of  the  budget,  which  covers  items  such  as  oiaintenance , 
security  and  administration. 

An  independent  study  completed  for  HUD  by  Abt  Associates  indicated  that 
the  serforaance  fxmding  systen  that  is  used  to  detexaine  operating  cost 
levels  is  inadequate,  particularly  for  large  urban  housing  authorieies; 
and  has  persistently  underfunded  operating  subsidy  needs. 

The  fiscal  year  1982  HUD- Independent  Agencies  conference  report  contains 
a  $148  million  supplemental  appropriation  to  help  cover  the  shortfall  in 
fiscal  year  1981  funding.  The  President  has  requested  that  this  sucpl«&ental 
be  deleted;  this  would  resxilt  in  a  naTlnrnm  operating  subsidy  funding  level  of 
35.3%  for  1981. 


The  fiscal  year  1982  HUD-Independent  Agencies  conference  report  contains 
$1,205  billion  for  1982  operating  subsidies,  an  amount  adequate  to  fund  a 
'laxinnm  of  79%  of  the  current  need  as  estimated  under  the  perfomance 
funding  system. 

The  President,  on  October  1,  1981,  proposed  reducing  the  apprcpriacicn  lavel 
by  12%  to  $1.06  billion,  an  amount  adequate  to  fund  a  navimiim  of  69%  of  the 
estimated  operating  subsidy  need. 

Forty-one  percent  of  the  operating  subsidy  funds  are  disbursed  to  FHAs  with 
program  years  beginning  on  Jantiary  1.  These  PHAs  will  be  forced  to  operate 
at  the  levels  appropriated  as  of  December  31,  1981. 


The  Growing  Gap  Between  Incoae  and  Operating  Costs 

•  Operating  costs  alaost  tripled  between  1963  and  1973,  while  aonthiy  rent 
increased  less  than  50%. 


National  Atsocialion  ot  Housing  and  ntd«v««opm«nt  Otflcials 
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•  Th«  cove  of  ch«  backlog  of  da£«rr«d  routine  aaint«naae«  •xynditar—  was 
•sclaated  at  $400  aillion  foiir  years  ago  and  has  incraasad  substiantially 
slnca  tiian. 

•  Soma  $2C0  aillion  is  naadad  to  cempansata  for  aos's  undareatiaaeaa  cf 
inflation  and  undarfunding  of  oparating  r^—dM   of  public  hcx:sing  autboritias 
cvar  tba  cast  fiva  yaara. 

•  In  1980,  public  heusing  agancias  spaat  aperoxiaacaly  97  SO  nil  lien  for 
anarg?  costs  alona,  and  anargy  costs  hava  incraasad  aora  than  400  parcant 
daring  tha  past  10  yaars. 

•  Public  housing  authoritiaa  racaivad  only  as.3  parcant  of  tha  oparating  funds 
that  HCD  admits  ara  naadad  to  gat  tham  tbrotign  fiscal  yaar  1981. 

^darr:ixa^icn  of  lad ■  ting  HOusJJi^  and  lJBr=y  Cor.iar^aElcn  .^aasririi 

•  90, COO  -jnits  r*<rt^ir*  ^la^or  rviabilitarisn  or  it  will  socn  no  longar  'zm 
accncraically  faaiibl*  to  rahabllitata  tbam.  Rahabilitaticn  costs  today  *<#oald 
ba  $2.25  billifMi]  rvplacamant  coat  four  yaars  from  now  is  consarvativaly 
aatiaatad  to  be  $6.12  billion. 

a  HO, COO  units  today  raqoira  scaa  rehabilitation;  and  another  one  aillioa  units 
require  basic  aaintananca. 

a  $4  billion  is  required  to  return  all  tha  public  housing  stock  to  decant, 
safe  san^-i^rv  and  energy  efficient  conditions  and  bring  all  these  units 
into  good  repair. 

e  An  expenditure  of  $1,350  ymr  unit  for  energy  conservation  woxild  result  in 
an  .innual  saving  of  $32S  ^mr   unit.  The  initial  inveataent  would  be  recouped 
within  four  years. 


Profile  of  Public  Housing 

•  Here  Chan  3.4  aillicn  people  today  live  in  1.2  aillicn  units  of  public 
housing. 

•  They  ccaprise  scae  of  the  nost  -nlr.erable  in  our  society  —  the  peer, 
the  elderly  and  feoale-headed  households.  .Median  incooe  is  $3,718;  the 
elderly  occupy  46%  of  the  units;  feoala-faeaded  households  account  for 

46%. 


•  At  least  5%  cf  the  tenants  have  a  serious  physical  handicap. 

a  Incsne  cf  these  tenants  has  increased  an  average  cf  only  2%  yms   year 
vhile  inflation  has  increased  in  the  neighborhood  cf  10%  or  acre. 

•  Zenand  for  priblic  housing  units  is  strong.  !4ost  projects  are  f-,illy 
occupied  with  -^laiting  lists.  :iationally,  only  2%  cf  public  housing 
-:=iits  are  vacant. 


Digitized  by  VjOOQ IC 


1185 


•  Zeaand   far  grbl  ic  bousing  is  mssmctmd   to  grow  as  ths  poor  ars  now  b^lsg 
scusttzed  cut  of  private  rantal  housing.  Tha  privaca  sactor  rantal  housing 
T^acanc^'  rata  in  1980  was  only  =.1%  and  thara  was  a  30%  daclina  in  construction 
cf  rental  housing  bacwean  1979  and  198C. 

•  £11ni nation  of  social  service  succort  prograas  such  as  the  CooBrahensive 
Zacloyaant  emd  Training  Act  (CTTA) ,  day  care  and  food  stasips ,  will  reduce 
available  incoaa  to  those  at  the  economic  aargin  and  spur  denand  for 

pxiblic  housing. 

•  The  cation  has  already  invested  $20  billion  on  the  development  of  public 
housing  projects  since  1937. 

•  Today's  replaceaant  cost  for  the  buildings  alone  would  be  $75  billion. 

a  Some  9,904  public  housizig  projects  across  the  country  are  managed  by 
2,700  public  housing  authorities. 

•  The  averaca  size  project  is  119  units,  about  19  years  old,  and  typically 
a  lew-rise  structure. 

•  Of  these  2,700  hotising  authorities  nationwide,  152  are  considered  large, 
with  over  1,250  units  under  nazuigement,  accounting  for  about  60%  of  all 
cublic  housing  under  management. 

m     3y  1975,  every  large  public  housing  authority  %fas  operating  at  a  deficit. 
Many  are  on  the  verge  of  bankruptcy. 

•  Thirty-two  public  housing  authorities  have  exhausted  their  reserve  funds 
or  have  depleted  more  than  80%  of  their  r^BmrvB.      (This  includes 

Atlanta,  Boston,  Chicago,  Cleveland,  Detroit,  Houston,  Kansas  City,  Missouri, 
tlewaric.  New  Orleans,  Philadelphia,  Los  Angeles,  San  Francisco  and 

Washington,  D.C.). 

faults  of  :iAHaO  Survey  of  23  PHAs 
Cn  Incact  of  Operating  Fund  Cuts 

•  All  of  the  ?HAs  survey  will  have  net  operating  deficits  in  fiscal  1982. 

•  Seventy  percent  of  ?HAs  surveyed  will  not  have  sufficient  reserves  to  cover 
their  projected  fiscal  1982  deficit. 

•  Thirty-five  percent  of  PHAs  surveyed  indicated  they  will  be  forced  to  close  some 
occupied  units  and  more  than  45  percent  indicated  they  wotild  be  forced  to  close 
units  that  become  vacant. 

a  Seventy- four  percent  of  PHAs  responding  have  already  made  s4.gnificant  reductions 

in  maintenance  personnel  as  a  result  of  funding  at  only  85.5%  of  :iB%d   in  fiscal  1981. 
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MAJOR  FINDINGS,  NAHRO  SURVEY 
Novcnber,  1981 


NAHRO  has  conducted  a  survey  of  public  housing  authorities  to  assess  the 

effects  of  a  PFS  funding  level  of  69%  for  FY82.     NAHRO  Is  adamantly  opposed 
to  any  additional  budget  cuts  to  operating  subsidies.     It  is  imperative  that 
?HAs  be  fully  funded  for  both  FfSI  and  FY82.     This  means  that  Congress  must 
direct  the  Department  of  Housing  and  Urban  Development  to  obligate  a  SUS 
million  supplemental  appropriation  for  FY81   to  authorities  before  the  end  of 
this  year,  and  that  at  least  SI. 5  billion  must  be  appropriated  and  allocated 
in  full  for"r782  operating  costs. 

In  order  to  provide  Congress,  the  Adninistration,  the  press,  ana  localities 
with  facts,  we  have  been  doing  extensive  research.     Thus  far,  we  have  information 
from  26  PHAs  representing  305  of  tne  total  federally-subsidized  public  housing 
stock,  with  over  365,000  units  under* management.     These  authorities  vary  in 
size  and  financial  condition— however,  all  have  clearly  indicated  that  a  funding 
level  of  695  of  need  in  FY82  will  mean  disaster  for  low  income  people  and 
localities  across  the  country,  specifically... 


1. 


Over  311,230  eligible  households  are  currently  waiting  for  federal ly-fundeo 
public  housing— just  in  those  PHAs  surveyed. 


2.  Thirty-five  percent  predict  they  will  have  to  close  units.     Although  closure 
is  viewed  as  a  last  resort  by  most  PHAs,  some  feel  they  may  have  to  close 
entire  buildings. 

3.  Over  34?  will  have  to  cut  staff.     Ninety-five  percent  expect  to  cut  maintenance, 
90*  win  cut  administration,  35!:  will  cut  management,  305  of  those  having 
security  forces  will  have  to  cut  them,  and  705  will  have  to  reduce  tenant 

servi  ces . 

4.  These  personnel  reductions  are  on  top  of  staff  cuts  already  taken  by  625 
of  the  PHAs  as  a  result  of  1981   short-funding. 

5.  A  subsidy  shortfall  of  S162.7  million  is  expected  by  the  26  PHAs  surveyed. 

6.  Over  ISiS  currently  have  no  reserves. 

7.  Seventy-three  percent  of  those  PHAs  having  reserves  do  not  have  sufficient 
reserves  to  cover  their  anticipated  deficits. 

3.     /Accelerated  deter i oration,  increased  vandalism,  rent  aelinquencies,  increased 
vacancies,  and  proolems  i^e-renting  units  are  all  very  real  problems  t.*iat  are 

ex  zee  ted  by  ever/  PHA  sur/eyeo. 
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A  NAHRQ  PROPOSAL:     RETAINING  PUBLIC  HOUSING  AS  A  VIABLE  AND  STABL£ 


In  October,  1981,  the  Board  of  Governors  of  the  National  Association  of 
Housing  and  Redevelopnent  Officials  (NAHRO)  made  a  bold  proposal  designed  to  re- 
tain public  housing  as  a  viable  low-income  housing  program  and  provide  stability 
in  its  operations. 

Vihy  Is  the  NAHRO  proposal  necessary?    The  NAHRO  proposal  is  required  because 
the  current  mechanisms  In  public  housing  operations,  put  into  place  over  the  past 
12  years,  have  created  an  unworkable  and  chaotic  system:     (1)  the  annual  level  of 
Federal  operating  assistance  is  uncertain  and  its  time  of  delivery  is  unpredictable; 
(2)  the  allocation  of  Federal  operating  assistance  among  local  public  housing  agen- 
cies profluces  inequities— with  some  PHAs  receiving  funding  not  required,  while 
others  are  seriously  underfunded;  (3)  local  public  housing  aoencies  are  currently 
constrained  by  Federal  statute  and  regulations  from  making  adjustments  ln  local 
operations  to  assure  stability  in  their  operations. 


Vlhat  are  the  basic  elements  of  the  NAHRO  proposal? 
three — and  they  are  interdependent. 


7ne  basic  elements  are 


A  3-year  fixed  coimrlt- 
nent  of  Federal 
operating  assistance 


z\ 


D 


A  return  to  local  PHAs 
of  management  control 
of  their  own  operations 


An  adjusted,  more  ecuic- 
able  system  of  alloca- 
tion for  Federal 
operating  assistance 


As  the  scale  indicates,  the  basic  elements  of  the  proposed  new  system  depend  en 
each  other— if  one  is  out  of  balance,  the  system  will  not  work.     All  three  are 
required.  •  The  fulcrum  of  the  system  is  the  PHA,  and  its  ability  to  use  federal 
operating  assistance  and  other  resources  in  the  most  effective  way  to  meet  local 
needs. 

How  would  the  3-year  fixed  cotrniitment  of  Federal  assistance  work?    The 
Congress  woulc  autnorlza  tne  department  of  HUD  to  contract  wl-n  local  subl ic 
Housing  agencies  to  receive  a  fixed  commi-cnent  of  funds  over  a  three  year  oericd 
'fiscal  years  1382,  1984  and  1985).     The  funds  would  be  allocated  annually  at  the 
beginning  of  a  fiscal  year.     The  base  for  the  Feoeral  commitment  .youla  be  a  cal- 
culation of  the  requirement  of  the  Perfomance  Funding  System  (PFS)  for  r<1982. 
"lougn  this  amount  can  be  adjusted,  the  full     annual  recu1r2ment  for  r<'982  Is 
C'jr-ently  estimated  at  51.523  billion. 


Malionat  AMociaMon  of  Houtinq  and  R«tf«v«4opm«nl  Omciaii 
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l<Jhat  is  the  nax  mcchanlsn  for  anocatlon  of  Fedgral  operating  assistance? 
The  Department  of  HUD,  at  the  request  of  the  Congress,  is  preparing  an  analysis  of 
alternative  allocation  mechanisms  for  federal  operating  assistance  due  to  be  de- 
livered by  March  1,  1982.     This  analysis  will  include  calculations  of  the  impact  of 
the  various  allocation  methods  on  local  operations.     Following  the  release  of  this 
HUO  analysis,  NAHRO  will  make  its  own  recommendations  on  an  allocation  system.     Once 
allocated,  the  Federal  assistance  would  be  fixed  for  a  local  PHA.     No  allocation 
system  should  involve  a  reduction  of  Federal  operating  assistance  if  a  PHA  increased 
its  local  income,  or  reduced  expenses  due  to  management  improvements.     It  is  recog- 
nized that  a  small  nunber  of  severely-distressed  PHAs  would  require  supplemental 
assistance  in  converting  to  any  new  system. 

>ihat  changes  are  required  to  remove  current  constraints  on  local  PHAs  in 
managing  their  own  operations?    The  Federal  statute  and  Federal  regulations  need  to 
be  amended  to  authorize  PHAs  to  set  local  Income  and  rent  schedules  based  on  local 
conditions  and  needs,  subject  only  to  two  national  requirements:     (1)  that  public 
housing  serve  lower  income  families  within  the  eligibility  range  (I.e.,  up  to  30  , 
percent  of  median  Income  in  the  local  area)  including  families  at  the  lower  end  of 
the  eligibility  range;  and  (2)  that  rents  be  set,  taking  into  account  local  housing 
market  conditions,  and  the  rent-paying  abilities  of  families  of  various  sizes  and 
income  levels  within  the  eligibility  range.     Schedules  '^uld  be  reviewed  by  HUD  for 
conformance  with  these  two  requirements. 

How  would  the  interests  of  public  housing  residents  be  protected?    Income  and 
rent  schedules  would  be  developed  by  the  PHA  after  consultation  with  public  housing 
residents  and  others  in  the  local  comnunity.     They  would  also  be  reviewed  by  the 
Department  of  HUD.    The  basic  criteria  would  be:     (1)  that  public  housing  serve  the 
lower  income  families  within  the  eligibility  range  (i.e.,  up  to  80  percent  of  median 
incsme  in  the  local  area)  Including  families  at  the  lower  end  of  the  eligibility 
range;  and  (2)  that  rents  be  set  taking  Into  account  local  housing  market  conditions 
and  the  rent-paying  ability  of  families  of  various  sizes  and  income  levels  within 
the  eligibility  range.    The  objective  would  be  to  keep  rents  as  low  as  possible 
'^hile  utilizing  the  available  resources  and  maintaining  a  sound  operation. 

How  't^ou^d  the  NAHRO  proposal  stabilize  public  housing  operations? 

—It  would  remove  the  chaotic  funding  pattern  of  federal  operating  assistance 
which  has  characterized  the  last  several  years;  and  at  the  same  time,  stop 
the  rapid  escalation  of  these  operating  costs  in  the  Federal  budget  for 
the  next  three  years. 

—It  would  insure  a  more  predictable,  timely  and  equitable  distribution  of 
"ederal  operating  assistance  to  local   PHAs. 

—It  would  enable  local  PHAs  to  manage  their  operation  in  a  business-like 
manner,  based  on  local  needs  and  conditions;  and  with  real  incentives  to 
make  operating  improvements. 
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NAHRO  POLICY  ANALYSIS 


The  Reagan  Budget  for  the  Department  of  HUD,  FY! 983- 
1t  not  only  curtails  activity  for  the  short-run;  It 
Is  a  blueprint  for  the  future  of  HUD. 


March  15.  1982 
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March  15.  1982 
AH:iO  Policy  Analysis 


THE  REAGA?^  BUDGET  FOR  THE  DEPARTMENT  OF  HUD.  FY1983— IT  NOT  ONLY 
CURTAILS  ACTIVITY  FOR  THE  SHORT  RUN;     IT  IS  A  BLUEPRINT  FOR  THE  FUTURE  OF  HUD 

The  first  full  budget  of  the  Reagan  Administration,  that  for  fiscal  year  1983 
beginning  in  October,  1982,  was  delivered  to  the  Congress  on  February  3.     It  reflects 
not  only  an  intent  to  curtail  spending  in  most  domestic  programs  for  the  short  run; 
it  is  the  beginning  of  a  Reagan  blueprint  for  the  future  of  these  programs. 

In  the  case  of  the  Department  of  Housing  and  Urban  Development  (HUD),  the  news 
is  not  good.     The  proposed  1983  HUD  budget  virtually  dismantles  all  of  the  Department's 
programs  for  new  construction  of  assisted  housing  for  lower  income  families.     It  puts 
"on  hold",  at  a  flat  level,  the  budget  for  HUD's  Community  Development  Block  Grant  (C0B6) 
and  Urban  Development  Action  Grant  (UDAG)  programs,  pending  a  potential  turnback  to  the 
states  of  these  programs  in  fiscal  years  1984  under  the  Administration's  program  of 
"New  Federalism".     It  cuts  back  the  level  and  scope  of  activity  for  the  mortgage  insurance 
programs  of  the  Federal  Housing  Administration  (FHA).     For  on-going  operating  progrt«s, 
such  as  public  housing.  Section  8  and  other  assisted  housing  under  management,  the 
budget  seriously  curtails  federal  operating  assistance.     Some  existing  units  would  be 
sold  or  demolished  with  no  replacement.     Eleven  HUD  programs  are  not  Just  curtailed; 
they  are  eliminated.     The  level  of  authorization  for  policy  development  and  research 
activity  is  cut  in  half  from  fiscal  year  1981. 

In  the  place  of  these  cut-backs  and  eliminations,  there  are  two  HUD  budget  initiatives. 
A  '■;nodified  Section  8  housing  certificate"  program  is  designed  to  replace  the  current 
Section  8  existing  leasing  orogram,  at  a  reduced  conmitment  of  assistance  and  scope  of 
coverage  for  lower  income  households   'see  Chart  I).     The  second  initiative- 
rental   rehabilitation  grants— replaces  Section  312  rehabilitation  loans  and  Section  8 
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noderate  rehabilitation  (see  Chart  II):  under  its  provisions,  the  term  of  assistance 
would  be  reduced  to  five  years;  local  comnunities  would  be  reouired  to  provide  half 
of  the  cost  of  rehabilitation;  specific  federal  requirements  would  govern  where  grants 
could  be  used— even  so,  the  proposed  activity  is  very  limited,  at  a  level  of  30,000  units. 

Given  the  direction  of  the  cut-backs,  eliminations  and  alternatives  in  the 
proposed  HUD  budget  for  1983,  the  future  mission  of  the  Department  as  a  major  actor 
in  housing  and  connunity  development  is  cast  into  doubt.  The  Reagan  blueprint  appears 
to  be  for  a  greatly  diminished  federal  role  in  housing  and  coninunity  development. 

The  success  of  this  blueprint  will  depend  on  actions  by  the  Congress  on  the  FY1983 
budget  proposal— involving  the  whole  range  of  federal  budget  issues. 

THE  1983  HUD  BUDGET:  AN  OVERVIEW  (TABLES  1  AND  2) 

The  actual  HUD  outlays  for  fiscal  year  1983  are  estimated  at  only  10  percent  less 
than  in  the  current  fiscal  year— $13.1  billion  in  contrast  to  $14.6  billion.     But 
outlays  are  only  the  end  result  of  earlier  allocations  of  budget  coninitments— the 
real  story  is  in  the  request  for  budget  authority.     The  depth  of  the  curtailment  in 
HUD'S  activity  is  starkly  clear  in  the  budget  authority  numbers:     a  reduction  from 
S33.4  billion  in  1981  to  $13.1  billion  in  1982  to  S684.7  million  in  fiscal  year  1983- 
a  total  3-year  reduction  of  98  percent.    Table  1  spells  out  the  detail  of  these  changes 
over  the  3  years. 

The  deep  cut-backs  in  budget  authority  are  in  the  authorizations  for  new 
construction  of  Section  8  and  public  housing  from  $25.0  billion  In  1981  to  a  net 
of  minus  $5.2  billion  in  1983  after  rescissions.     The  only  new  construction  reservations 
scheduled  for  1983  in  HUD's  housing  assistance  programs  are  the  token  10,000  new  units 
to  be  reserved  under  the  Section  202  loan  program  for  elderly  or  disabled  persons; 
even  this  is  a  reduction  in  budget  authority  of  65  percent  over  1981.     Yet,  even  the 
severe  reductions  in  new  budget  authority  mask  the  full   impact.     The  1983  KUD  budget 
achieves  reduced  numbers  by  "recapturing"  assisted  housing  commitments  already  made  in 
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prior  years;  and  rescinding  a  substantial  portion  of  these  prior  year  obligations. 
In  a  similar  move  to  cut  back  new  assisted  construction  activity,  the  secondary 
market  support  supplied  by  the  Government  National  Mortgage  Association  (6NMA) 
through  its  Section  8  tandem  and  targeted  tandem  programs  is  eliminated  in  1983— 
dropping  from  annual  levels  of  over  a  billion  dollars  each  in  1981  and  1982.     A  key 
element    in  the  decision  to  cut  back  budget  authority  for  new  assisted  housing 
construction  was  undoubtedly  the  long-term  (20  to  30  years)  federal  commitment 
involved:     concern  with  the  growing  base  and  the  multi-year  nature  of  the  conwltment 
for  housing  assistance  has  been  growing  in  recent  years.     But  the  1983  HUD  budget 
would  not  only  curtail,  but  essentially  eliminate  this  housing  assistance  mechanism 
with  no  alternative  proposed  for  new  assisted  construction  activity. 

While  the  Comnunity  Development  Block  Grant  (CDB6)  and  Urban  Development  Action 
Grant  (UDAG)  programs  are  maintained  in  1983  at  the  current  year's  dollar  level 
($3,456  billion  and  $440.0  million  respectively),  this  actually  reflects  a  reduction 
in  activity  due  first  to  the  inflation  In  costs;  second,  in  the  case  of  CDB6,  to  the 
expanded  program  eligibility  of  additional  communities  and  the  new  split  in  final 
allocations  using  a  70-30  split  for  entitlement  and  non-entitlement  (small  city) 
categories.     CDBG  entitlement  cities  are  estimated  to  grow  from  669  to  732  between 
1981  and  1982.     The  impact  of  all  of  these  changes  is  a  likely  reduction  in  C0B6 
grants  to  entitlement  conmunities  from  10  to  17  percent.     Also  hanging  over  both 
CDBG  and  UDAG  is  the  transfer  to  the  States  of  the  administration  of  small  city 
CDBG  programs  and  the  announced  intention  of  the  Reagan  Administration  to  transfer 
these  two  programs  in  total  to  the  States  in  fiscal  year  1984  as  part  of  the  program 
of  "New  Federalism". 

There  are  other  prescient  signs  in  the  1983  HUD  budget.     The  Federal  Housing 
Administration  (FHA)  is  subject  to  a  severe  curtailment  of  the  authority  to  make  new 
home  insurance  commitments— down  to  S35  billion  for  1983.     The  new  budget  also  assumes 
the  enactment  of  a  wide  range  of  legislative  prooosals  designed  to  re-direct  FHA  to 
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serve  a  more  limited  clientele,  such  as  first  time  and  inner  city  home  buyers,  thus 
reducing  competition  with  the  private  mortgage  insurance  industry.     As  in  the  case 
of  the  elimination  of  GNHA's  secondary  market  tandem  support  for  assisted  nousing, 
the  changes  in  the  FHA  program  are  part  of  a  government- wide  effort  to  reduce  the 
federal  government's  involvement  in  credit  activities. 

As  shown  in  Table  2,  eleven  HUD  program  activities  would  be  subject  not  Just  to 
curtailment  but  to  elimination,  beginning  in  1983:     Section  8  new  construction  or 
substantial  rehabilitation;  public  housing  new  construction,  substantial  rehabilitation 
or  acquisition;  regular  Section  8  tandem  and  targeted  tandem  assistance  under  GNMA; 
housing  counseling  grants  (although  HUD  will  continue  to  certify  or  recertify  counseling 
agencies);  Section  701  comprehensive  planning  grants;  Section  312  rehabilitation  loans; 
Neighborhood  Self -Help  Development  Grants;  Section  108  CDBG  Loan  Guarantees;  the 
Solar  Energy  and  Conservation  Bank. 

Other  HUD  programs  which  survive  the  most  severe  curtailments  In  the  1983  budget 
are  still  subject  to  uncertain  futures.     The  existing  inventory  of    1.2  minion  public 
housing  units  remains  in  a  chronic  battle  to  survive  by  obtaining  adequate  federal 
operating  assistance:     the  proposed  level  for  1983  is  17  percent  below  the  1982  level;  It  is 
estimated  to  meet  only  71  percent  of  the  projected  need  of  at  least  SI. 5  billion;  the 
proposed  changes  in  income  and  rent  determination  will  not  accommodate  such  a  shortfall. 
Also,  the  1983  budget  calls  for  the  elimination  of  some  5,000  public  housing  units 
considered  to  be  badly-deteriorated  and  not  cost  effective;  there  is  no  replacement 
for  these  lost  units.     Hard  choices  will  also  face  local  housing  authorities  who  have 
commitments  for  new  housing  construction  but  find  their  only  funds  for  modernization 
of  existing  units  is  to  trade-off  this  new  construction  commitment.     The  inventory 
of  HUD— Section  8,  rent  supplement,  and  Section  236  rent-assisted  units  is  also  subject 
to  major  changes  involving  (1)  a  transfer  of  most  rent- supplement  and  Section  236 
rental  assistance  payment  projects  to  the  Section  3  existing  housing  program;   (2)  an 
anticipation  of  some  "5-year  opt-outs"  by  owners  of  Section  8  new  construction  and 
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substantial  rehabilitation  projects;  (3)  a  reduced  volume  of  assistance  in  1983 
and  no  new  request  for  budget  authority  for  the  flexible  subsidy  for  FHA  troubled 
projects. 

The  Section  8  existing  housing  program,  currently  providing  assistance  for  ov«r 
800,000  households  in  private  rental  housing,  is  scheduled  for  a  phased  turn-over 
to  the  new  "modified  Section  8  housing  certificate  program"  as  current  leases  expirt 
over  the  next  five  years.     In  1983,  a  total  of  60,615  existing  housing  units  would  be 
transferred  to  the  new  program.     This  new  certificate  program  would  be  subject  to 
a  reduced  assistance  commitment  for  families,  and  a  reduced  role  for  local  public 
housing  agencies. 

The  end  line  for  all  of  the  changes  in  HUD  housing  assistance  programs,  beginning 
in  1982,  and  accelerated  in  1983,  is  to  bring  the  federal  comnitment  for  assisted 
units  to  a  base  of  no  more  than  3.8  million  units  by  1985.  The  current  HUD-asslsted 
Inventory  is  3.4  million  units:  public  housing  (1.2  million  units);  Section  8  existing 
housing  (844,000  units);  Section  8  new  construction/substantial  rehabilitation 
(475,000  units);  Section  236  moderate  rental  not  receiving  operating  assistance 
(342,000  units);  rent  supplement  and  Section  236  moderate  rental  receiving  rental 
assistance  payments  (207,000  units);  Section  235  low-income  homeowners  (235,000  units); 
and  Section  202  housing  for  elderly  or  handicapped  (97,000  units). 

THE  1983  HUD  BUDGET;     THE  STPATEGY  BEHIND  THE  HANDLING  OF  BUDGET  AUTHORITY 

The  strategy  behind  the  1983  HUD  budget  handling  of  budget  authority  for  assisted 
housing  is  clear:     to  reduce  long-term  federal  obligations  for  housing  assistance 
oayments  on  existing  contracts;  and  to  eliminate  any  new  obligations  for  future 
payments  for  any  new  units  in  the  production  pipeline  which  are  not  firmly  under 
contract.     The  strategy,  in  short,  is  to  curb  to  the  maximum  degree  possible  the 
growth  of  federal  support  for  assisted  housing. 
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The  multiple  actions  involved  in  reducing  federal  "pay-out"  obligations  in 
future  years  are  basically  five:     (1)  reducing  the  term  of  federal  payment  obligations, 
where  possible,  of  projects  already  under  contract;  (2)  conversion  of 
existing  leasing  obligations;  (3)  eliminating  seme  assisted 

housing  units  from  the  inventory  by  disposition  or  demolition;   (4)  increasing  tenant 
rent  contributions;  and  (5)  honoring  only  those  units  in  the  production  pipeline 
which  have  firm  (contractual)  obligations.     In  budgetary  terms,  the  first  three  actions 
have  the  result  of  "recapturing"  previously  committed  budget  authority,  part  of 
which  is  permanently  rescinded. 

Tables  3  and  4  spell  out  the  full  budgetary  program  for  the  availability  and 
utilization  of  budget  authority  for  Section  8  and  public  housing  in  fiscal  years  1982 
and  1983.     In  1982,  the  proposed  budget  estimates  the  recapture  of  $7.5  billion  in 
previously  comnitted  budget  authority;  and  in  1983,  the  recapture  of  $9.9  billion  in 
budget  authority.    Of  the  total  budgetary  authority  available  in  1982,  $9.4  billion 
or  34  percent  is  proposed  for  rescission;  in  1983,  the  figures  are  $2.4  billion  or 
24  percent.     These  figures  are  exclusive  of  rescissions  for  the  rent  supplement 
program  of  $2.8  billion  In  both  1982  and  1983. 

Table  3  also  documents  that  of  the  net  authori^  available  after  rescissions 
in  1982  ($18.3  billion),  the  largest  proportion  (43X)  goes  for  the  conversion  or 
disposition  of  existing  housing  projects;  smaller  proportions  (20S  and  16S,  respectively) 
go  for  amendments  to  new  activity  in  process;  and  for  new  commitments  for  future 
development.     Budget  authority  is  also  set  aside  for  modernization  of  existing  public 
housing,  and  to  cover  interest  differential  payments  involved  in  the  sale  of  public 
housing  obligations  to  the  Federal  Financing  Bank. 

In  1983,  Table  4  shows  that  of  the  net  authority  available  after  rescission 
(S7.5  billion),  the  largest  proportions  (24^  and  23%,  respectively)  go  for  modernization 
of  public  housing  and  amendments  to  new  production  activity  in  process.     Approximately 
equal  proportions  09%  and  17«)  go  for  the  sale  of  public  housing  obligations  to  the 
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Feoeral  Financing  Bank,  and  to  new  reservations  for  10,000  units  of  Section  202  housing 
for  elderly  or  handicapped  persons.     Also,  the  new  program  of  modified  Section  8 
certificates  is  assigned  14  percent  of  available  budget  authority  to  support  30.000 
new  units  in  conjunction  with  the  new  rental  rehabilitation  grant  program. 

REDUCING  FEDERAL  OBLIGATIONS 

The  strategies  behind  these  actions  require  some  further  explanation. 

Reducing  the  Tern  of  Federal  Obligation 

The  prime  examples  of  this  strategy  are  in  the  handling  of  existing  rent 
supplement  projects  and  Section  236  projects  receiving  rental  assistance  payments, 
representing  a  current  inventory  of  160,000  and  13,000  units  respectively.     It  Is 
proposed  to  reduce  the  federal  conmitment  from  the  20  to  40  year  contracts  now 
in  existence  to  the  maximum  15-year  term  under  the  Section  8  existing  housing  progrM. 
The  "recapture"  of  budget  authority  is  the  difference  between  the. new  15-year  tern 
and  the  previous  20  to  40  year  obligations.     It  is  also  anticipated  that  some  34,700 
units  of  state-assisted  non-FHA  insured  housing  will  not  be  converted,  and  any 
additional  assistance  will  become  the  obligation  of  the  States.     While  the  full 
budgetary  authority  is  reserved  in  1982,  it  is  anticipated  that  the  conversion  process 
will  require  a  3-year  period  for  the  rent  supplement  units— 60,000  units  each  in 
1982  and  1983,  and  40,000  units  in  1984. 

Another  example  of  this  strategy  is  in  the  conversion  of  Section  8  existing  housing 
units  (with  15-year  budget  authority)  to  the  modified  Section  8  housing  certificate 
program  (with  5-year  budget  authority).    A  total  of  60,615  Section  8  existing  units 
are  progranmed  for  such  conversion  in  1983. 

Disposition  of  Existing  Project  Obligations 

An  examole  of  this  strategy  is  the  use  of  Section  8  authority  for  the  disposition 
of  an  estimated  10.000  units  in  HUO-owned  multifamily  projects.     Another  example  is 
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the  elimination  of  the  long-term  federal  cammitment  for  Section  8  new  construction 
projects  where  the  owner  exercises  his  right  not  to  renew  the  contract  at  the  end  of 
a  -ive  year  contract  period;  1000  units  each  are  estimated  in  this  category  in  both 
1982  and  1983.     A  still  further  example  is  the  prooosed  sale  or  demolition  of  an 
estiniated  5.CC0  public  housing  units  in  1983,  where  it  is  determined  not  to  be 
cost-effective  to  rebuild  deteriorated  units.     In  all  of  these  examples,  long-term 
budget  authority  would  be  recaptured. 

Conversion  of  Existing  Leasing  Obligations 

These  conversions  fall   into  two  categories.     The  first  is  the  continuing  process 
of  converting  the  original  Section  23  leases  to  the  Section  8  existing  housing  program, 
estimated  at  5,000  units  in  both  1982  and  1983.     The  second  is  the  beginning  of  the 
conversion  of  leases  under  the  Section  8  existing  housing  program  to  the  new  modified 
Section  8  certificate  program,  estimated  at  60,615  units  in  1983;  this  latter  program 
has  a  significantly  lower  federal  cost. 

Use  of  Leases  to  Assist  Families  Displaced  from  Existing  Assisted  Projects 

Section  8  leases  are  used  for  this  purpose  in  both  1982  and  1983,  in  the  instances 
of  families  residing  in  Section  8  new  construction  where  the  owner  does  not  renew 
the  five  year  assistance  contract,  and  of  families  residing  in  public  housing  units 
which  are  sold  or  demolished.     Families  residing  in  HUD-owned  projects  where  disposition 
takes  place  will  receive  modified  Section  8  leases.     These  lease  commitments  are  less 
costly  to  the  federal  government  than  long-term  contracts  related  to  new  construction. 

Phasing  Out  Current  Operating  Assistance 

This  process  refers  to  FHA- troubled  projects  which  have  been  receiving  the 
"flexible  subsidy"  for  short-term  assistance  with  operating  deficits.     The  1982  budget 
anticipates  a  final  use  of  budget  authority    and  a  transfer  from  the  rental  housing 
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assistance  fund,     spread  out  over  two  years,  with  148  eligible  projects  receiving 
assistance  in  1982  and  98  eligible  projects  in  1983.     This  assistance  will  be 
restricted  to  projects  with  FHA  insurance;  it  will  not  cover  non-insured  projects 
deve'^oped  by  state  housing  finance  agencies— it  is  anticipated  that  any  ope'^ating 
assistance  on  these  projects  will  come  from  the  States. 

Increasing  Tenant  Rent  Contributions 

The  HUD  budget  anticipates  changes  that  will  further  raise  rent  contributions 
cf  families  in  assisted  housing,  thus  reducing  federal  operating  assistance.     These 
changes  include: 

(1)  implementing  the  increase  in  rent- to- income  ceiling  from  25  to  20  percent* 
at  a  rate  of  one  percent  of  income  per  year  beginning  in  1982. 

(2)  requiring  all  new  residents  to  pay  30  percent  of  income. 

(3)  counting  the  cash  value  of  food  stamps  as  income  in  assisted  housing  (this 
would  require  a  legislative  change). 

(4)  discontinuing  the  payments  to  residents  of  assisted  housing  where  monthly 
utility  bills  exceed  25  percent  of  their  adjusted  incomes. 

(5)  increasing  the  limit  on  the  rate  of  annual  rent  Increases  from  10  to  20 
percent  (this  will  require  a  legislative  change). 

MODERN ZATI ON  OF  ;>UBLIC  HOUSING 

In  both  1982  and  1983,  budget  authority  is  authorized  at  the  level  of  current 
coramitments— S1.8  billion  in  each  year.     This  is  estimated  to  be  sufficient  to  finance 
SS81.9  million  o'  capital   improvements  in  each  year.     This  action  is  in  harmony  with 
the  Administration's  goal  to  supoort  existing  nouslng.     However,  the  budget  authority 
for  this  program  is  not  new— it  is  recaptured  from  previous  authorizations.     In  1982, 
S3CC  Tiiriion  of  Dudget  authority  is  deferred  from  "'981;  SI  sillion  is  from  normal 
recsatjres  of  sublic  housing  development  funcs;  and  S500  xillion  is  from  recapture 
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from  public  housing  agencies  accepting  tfte  HUD  offer  to  use  50  oercent  of  its  reserved 
deveTorxnent  authority  for  mooemi ration.     In  1983,  the  budget  authority  for  modernization 
would  come  from  t>#o  sources:     SI. 3  billion  from  public  housing  agencies  opting  to  use 
their  reserved  aeveloprent  funds,  and  $500  million  of  recaptured  develcoment  funds 
retained  by  HID  for  public  housing  agencies  who  do  not  have  funds  to  recapture. 

PERWWENT  FINANCING  OF  PUBLIC  HOUSING 

Prior  to  fiscal  year  1980,  the  notes  and  bonds  issued  to  finance  public  housing 
development  and  modernization  were  sold  on  the  private  market,  and  the  investor  yields 
from  such  obligations  were  not  subject  to  federal  taxation.     Beginning  in  1980, 
HUO  initiated  a  program  of  selling  such  obligations  to  the  Federal  Financing  Bank  (FFB) 
to  finance  such  purchases.     The  FFB  borrows  from  the  Treasury  at  an  interest  rate 
which  reflects  the  yield  paid  by  the  Treasury  on  related  taxable  obligations  which 
it  sells.     The  FFB  requires  reimbursement  from  HUD  for  its  borrowing  cost— the  difference 
between  a  "taxable"  and  "tax-exempt"  interest  rate.     This  is  a  "cash  expenditure" 
in  the  HUD  budget  rather  than  a  "tax  forgiveness"  to  investors.     No  long-term  bonds 
have  been  sold  on  the  private  market  since  1S74;  public  housing  has  been  financed 
through  "roll  overs"  of  temporary  loan  notes;  at  the  end  of  fiscal  year  1981, 
outstanding  public  housing  loan  notes  totaled  S19.1  billion. 

The  1982  and  1983  budgets  provide  for  the  use  of  SI. 4  billion  in  budget  authority 
in  each  year  to  cover  the  interest  differential  in  sales  of  public  housing 
obligations  to  the  FFB. 

TRIff«ING  THE  PRODUCTION  PIPELINE 

In  addition  to  strategies  aimed  at  reducing  existing  federal  obligations  for 
assisted  housing,  both  the  1982  and  1983  budgets  propose  trimming  back  federal  commifnents 
for  projects  in  the  assisted  housing  production  pipeline.     The  total   pipeline,  from 
approved  applications  to  projects  under  construction,  is  estimated  at  700,C00  units. 
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Of  these,  some  322,762  units  have  firm,  contractual  commitments:     160,992  Section  8 
new  construction/substantial  rehabilitation  units;  138,470  public  housing  units; 
and  24,200  Section  235  homeownership  units.     The  HUD  budqet  states  that  many  of 
these  projects  (estimated  at  145,000  unts)  are  not  financially  viable,  and  anticipate 
that  they  will  be  cancelled.     The  HUD  budgets  for  1982  and  1983  anticipate  that  about 
200,000  units  in  this  firm  pipeline  will  proceed  to  construction.     Much  of  any 
success  in  moving  to  construction  will  depend  on  several  factors,  particularly  if 
the  interest  rates  on  housing  bonds  are  sufficiently  low  to  make  HUD's  financial 
adjustment  factors  (FAF)  work;  and  the  availability  of  Section  8  tandem  financing 
which  is  in  short  supply.     Early  June,  1982  deadlines  affect  both  of  these  factors. 
Difficult  issues  also  revolve  around  the  additional  backlog  of  almost  400,000 
units  which  have  approved  applications  but  no  firm  HUD  conmltnents.     Some  of  these 
projects  are  reaching  the    contract  stage  and  the  indication  from  HUD  is  that 
they  will  not  be  funded. 
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NAHRO  Policy  Analysis 

Chart  I  —  The  Modified  Section  8  Housing  Certificate  Program 
(Subject  to  detailed  authorizing  legislation  being  drafted  by  HUD  for  submission  to  Congress) 

Budget  Commitment:     The  HUD  1983  budget  includes  31. 1  billion  in  budget  authori^ 
to  support  106,615  units  under  the  new  program— 30,000  units  to  be  used  in  conjunction 
with  the  rew1y-ar!5powd  rehabilitation  grant  Drogram;  60,615  units  involving  conversion 
of  units  now  under  the  Seci-o,-  8  exisilr,^  MJ^iing  program;  and  '•  0,000  units  to  oe 
usee  in  conjunction  with  the  wit  of  HUD-owned  properties. 

Tern  of  Federal  AuthorlzatlQO:     The  current  Section  8  existing  housing  program  has  an 
authori nation   izrm  of  15  years,  with  5-year  contract  renewals.     Budget  authority  Is 
calculated  without  the  inclusion  of  tenant  r^nt  contributions,  permitting  the 
establishment  of  a  reserve  fund  to  adjust  family  assistance  in  response  to  rent 

ncreaa&s  Ttie  inodified  Section  8  program  would  provide  budget  authority  only  for 
a  5-yeir  period ^  and  only  to  cover  actual  family  assistance  payments  calculated  at 
the  beginning  of  the  lease  term. 

Wajtimum  Rent  level :     The  current  Section  8  existing  housing  program  has  a  rent 
ceiling  equal  to  a  "Fair  Market  Rent"  determined  for  the  local  area  on  the  basis  of 
the  rental  cost  of  units  in  the  existing  housing  supply.     Under  the  modified  program, 
there  would  be  a  standard  rent  criterion,  falling  somewhat  below  the  calculated 
"Fair  MaricEt  Rent'^^^     Vhi$  standard  would  not  b^  a  ceiling  rent^  but  the  base  for  federal 
assistance  to  the  family;  i.e. ,  the  federa     government  would  provide  assistance  equal 
to  the  difference  between  30  percent  of  a  family  s  income  and  the  rent  siiandard.     A 
family  would  be  free  to  locate  a  unit  with  a  rent  either  higher  or  lower  than  ttie 
standard:     if  higher,  the  family  would  pay  the  difference;  if  lower,  the  family  would 
still  keep  the  total  federal  assistance  payment  based  or\  the  standard.     The  average 
family  assistance  payment  Is  calculated  at  about  S2,000  per  year. 

Income  Limits:     Traditionally,  the  Section  8  existing  housing  program  had  an  income 
eligibility  ceiling  of  80  percent  of  median  income  In  the  local  area.     Federal 
legislation  in  1981  adjusted  income  limits  for  HUD'assisted  housing  to  require  that, 
on  a  national  fagg1s>  only  10  percent  of  famil  es        exUtIng  unit*  would  have  Incomes 
between  50  and  SO  percent  of  median  income^  and  only  5  percent  of  families  In  new  units. 
Th«  modified  Section  8  program  would  restrict  eligibility  to  families  with  Incomes 
below  5C  percent  of  median  income  on  a   local   program  basis. 

Hgu^si nc  Qua!  f  ty  Standa rds :  Units  to  be  leased  would  be  inspected  for  minimum  standards 
OT^hea'ft'h  and  safety ►  The  loca  cormunity  could  utilize  standards  of  the  local  housing 
code,  or  utilize  the  current  hous  ng  quality  standards  establ   shed  by  HUD. 

Administrative  Mechanisms:     The  modified  Section  8  program  would  be  administered,  as 
the  current  Section  a  existing  program    s,  by  local  public  housing  agencies  and  State 
agencies.     However*  it  is  anticipated  that  these  administering  agencies  will  take  a 
smaller  role  than         the  current  prooram  in  such  matters  as  outreach  to  families  and 
to  landicrds,    ease  negot  at  ons  with  the  landlord,  and  evictions.     The  Administrative 
Fee  would  be  reduced  to  correspond  with  a  reduced  role. 
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AHRO  Policy  Analysis 

Chart  II  —  Proposed  New  Program  of  Rental  Rehabi lira lion  Grants 
(Subject  to  detailed  authorizing  legislation  being  draftee  by  HUD  for  suoraission  to  Congress] 

Budget  Cownitment:     The  HUD  1983  budget  includes  SI 50  million  in  budget  authority  to 
support  a  level  of  30,00C  units  under  a  new  rental  rehabilitation  grant  focused  on 
small  rental  properties  at  an  average  grant  of  S5,000  per  unit.     The  federal  grant 
could  be  used  to  finance  not  more  than  50  percent  of  the  cost  of  individual  rehabilitation 
projects,  with  localities  financing  the  other  half  (S5.000)    The  program  is  aimed  at 
rehabilitating  rental  properties  at  competitive  market  rates  for  the  neighborhoods  in 
which  they  are  located.     This  new  program  would  replace  the  Section  312  rehabilitation 
loan  and  the  Section  8  existing  moderate  rehabilitation  programs. 

Linkage  with  the  Modified  Section  8  Housing  Certificate  P'^q^a'P'     "I^e  HU3  1983  budget 
earmarks  S300  million  in  budget  authority  to  support  30.000  units  of  the  modified 
Section  8  housing  certificate  program  to  be  used  in     conjunction  with  the  rental 
rehabilitation  grant  program.     This  will  support  occupancy  by  lower  income  families 
in  the  rehabilitated  units.     (For  a  description  of  the    modified  Section  8  program, 
see  Chart  I) 

Allocation  of  Federal  Grants:    A  portion  of  the  grants  will  be  allocated  by  a  needs 
formula  to  qualifying  cities  and  towns  with  50.000  or  more  in  population,  as  well  as 
to  urban  counties.     Remaining  funds  will  be  allocated  to  interested  state  governments 
who  will  operate  their  own  rehabilitation  programs  or  will  make  funds  available  to 
other  localities  in  the  state. 

Neighborhood  Location  Reoui rements :     HUD  grants  will  be  eligible  for  use  only  In  low 
and  moderate  income  nelgnbornoods,  as  defined  by  HUD.     The  bulk  of  units  are  planned  to 
be  located  in  neighborhoods  where  market  rents  are  low  enough  so  that  rehabilitated 
units  will  be  affordable  to  modified  Section  8  certificate  holders  without  any  need 
for  rent  controls.      A  HUD  program  standard  will  require  that  80  percent  of  the 
rehabilitated  units  be  affordable  at  market  rates  to  certificate  holders. 

Rehabilitation  Standards:     All  rehabilitated  units  must  meet  the  HUD  Housing  Quality 
Standards  utilized  in  the  Section  8  existing  housing  program,  except  that  localities 
may  utilize  their  own  housing  or  building  codes  to  establish  a  program  rehabilitation 
level  which  is  higher  than  the  HUD  standards. 
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TABL£  2.     TERMINATION  OF  ACTIVITY;     PROPOSED  HUD  BUDGET:     FY1983 


Year 
Initiated 


New  Construction  of  Assisted  Housing 

Section  3  (new  construction  and 
substantial  rehabilitation) 


Public  Housing  (new  construction  and 
acquisition) 


GNMA  Tandem  Assistance 

Regular  Section  8  Tandem 
Targeted  Tandem 

Section  8  Moderate  Rehabilitation 
Housing  Counseling  Grants 

Section  701  Comprehensive  Planning  Grants 
Section  312  Rehabilitation  Loans 

Neighborhood  Self -Help  Development  Grants 

Section  108  (CDBG  Loan  Guarantees) 

Solar  Energy  and  Conservation  Bank 


Dwelling  Unit  Reservations 
Hioh  Year  Actual  FY! 981 


1974  1977:  reservations      73,861 

169.396 


1937 

1969:  ACCs                     36,376 
108.783 

1968 

300.000.000 

1979 

Dwelling  Unit  Reservations 

(fYdl)  cunulat^ve:  116.134 

1968 

510,000.000;  counseling 
agencies  funded:     212 

1954 

Budget  Authority:    FY1981 

1964 

loan  reservations:  88,602 

1978 
Terminated: 

1981 

Budget  Authority:    FY1981 
Sd.idO.OM;  cuiwlative 
grants:     125 

1974 

Loan  Authority  Available: 

I96i  Celling:  ««,6M,dOO 
#  of  Commitnients,  1981:  42 

1980:  To  be 
terminated  prior 
to  start  up 

l»»^=  m98, 
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ABLE  3  -  AVAIUBILITY  AND  UTILIZATION  OF  BUDGET  AUTHORITY  FOR 
SECTION  8  AND  PUBLIC  HOUSING;     FISCAL  YEAR  1982  ($000) 


Carry-over  from  previous  year  $2,772,058 

Available  for  re-use  30,257 

New  authorization  17,373,528 

Authority  to  be  recaptured  7,483.845 

Total  $27,659,688 

Authority  to  be  Rescinded  $  9,399,789  34S 

SuTTti^ry  pf  Lftniintiop  Of  Net  Authority   (After  Rssci salons) 

1.  New  activity:     New  construction, 
substantial  rehabilitation, 
acquisition  of  existing  housing 

2.  Amendments  to  new  activity  in 
process  or  under  construct  on 

3.  Conversion  or  disposition  of 
assisted  housing  projects 

4.  Payments  for  FHA- insured  troubled 
projects 

5.  Section  8  support  of  existing 
private  units  (conversions  and 
adjustments) 

6.  Modernization  of  public  housing 

7.  Sale  of  public  housing  obligations 
to  Federal  Financing  Bank  (interest 
differential  payments) 


$  2,956,020 

16S 

$  3.606,800 

20? 

S  7,349,200 

*    43S 

S       202.500 

U 

$      445,379 

25 

S  1,800,000 

105 

S  1,400.000 

8*. 

$18,259,899 

100% 
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ASLE  3-A  -  D£TAIL£D  ANALYSIS  OF  UTILIZATION  OF  NET  BUD6c 

AUTHORITY  AFTER  RESCISSION 

FYT982 

(SOOO) 

3udget  Authority 


Use 


New  activity:     New 
construction,  substantial 
rehapilitation,  acquisition 
of  existing  housing. 

—Section  8  set  aside  for 
Section  2C2  elderly  or 
handicapped  housing  S2, 099, 692 

—Section  8  new  construction/ 
substantial  rehabilitation  806,9^8 

—Public  and  Indian  housing 

(including  acquisitions)  49,380 

Total  52.956.020 

Amendments  for  Section  3  and 
puDlic  nousing  in  processing 
or  under  construction  $3,606, 800 

Conversion  or  disposition  of 
existing  assisted  housing 
projects 

—Conversion  of  rent  supplement 
and  Section  236  rental 
assistance  payment  projects 
to  Section  8-leasing 
assistance  57.162,200 


—Use  of  Section  8  assistance 
for  disposition  of  units  in 
HUD-owned  multi -family  projects    687.700 

Total  S7.3A9.200 

Payments  for  FHA-insured 

troubled  projects  5     202.500 


Dwelling  Units 


16.933 

5.272 

310 
22.515  units 

not  available 


Rent  supplement  units: 
(160,00^  ^  13,000  Section 
236  units! 
(60,000,  1982) 
(60,000.  1983) 
(40.000,  1984) 


10.000 

183.000 

5,000 
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5.     Section  8  support  for  existing 
housing  units:     conversion  and 

ajustments 

—Conversion  of  Section  23 
units  to  Section  8  $     188,325 

—Assistance  to  families 
residing  in  Sutton  a  new 

C^nstrutticn    if  own*r  does 

not  renew  5-year  contract  5^,000 


—Lease  adjustments  to  Section 
23  units 

24.800 

—Other  adjustments 

178,254 

Total 

$ 

445,379 

Modernization  of  public 

SI 

housing 

,800.000 

Sale  of  public  housing 

11 
S18 

obligations  to  Federal 

Financina  Bank  (interest 

differential  payments) 

,400.000 

Total 

,259,899 

5,000 

1.000 

not  available 

not  available 

6,000  units 


estimated  to  finance 
S981.9  million  of  capital 
improvements 

estimated  sales  of 
SI. 026  million  of 
obligations  in  FY  1983 


2^6.515  units  (where 
applicable) 
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TABLE  4  -  AVAIUBILITY  AND  OTILIZATIOH  OF  BUDSET  AUTHORITY 
FOR  SECTION  8  AND  PUBLIC  HOUSING:     FISCAL  YEAR  1983 

Availability  of  Budget  Author'ty 

Available  for  re-use  S      24,800 

Authori-y  to  be  recaptured  9,919,137 

Total  S9.943.937 

Authority  to  be  Rescinded  $2,415,541  245 

Sumnary  of  Utilization  of  Net  Authority  (After  Rescissions) 

1.  New  activity:     New  construction, 
substantial  rehabilitation 

2.  Amendments  to  new  activity  in 
process  or  under  construction 

3.  Section  8  support  of  existing  private 
units  (conversion  or  adjustments) 

4.  New  program  of  modified  Section  8 
certificates  (including  administrative 
costs) 

5.  Modernization  of  public  housing 

6.  Sales  of  public  housing  obligations 
to  Federal  Financing  Bank  (interest 
differential  payments) 

Total 


$1,310,000 

U". 

$1,700,000 

23S 

$     227,125 

32 

$1 .091 .271 

14? 

$1,800,000 

24S 

$1,400,000 

19% 

57,528.396 

IOCS 
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TABLE  't-A  -  DETAILED  ATJALYSIS  Of  UTILIZATION  OF  NET  BUDSET 

AbTriORI"v  AFTER  RESCISSION 

FYT983 

Use  Budget  Authority  Dwell inc  Units 

New  activity:     New 
construction  or  substantial 
renabili ration 

—Section  8  set-aside  for  the 
Section  202  program  for 
elderly  or  handicapped 
housing  SI .310.000  10.000 

2.     Ajne''Hcr^,t5  ^'i^r  Section  3 

not  available 


5.000 
not  available 


—Administrative  costs  S      25,121 

—Units  to  be  leased: 

Conversion  of  units  now 

under  Section  8  existing 

program  S     606,150  60,615 

Support  of  units  under  new 

rental  rehabilitation  grant 

program  S    300,000  30,000 

— SupDort  of  units  in  con- 
junction with  the  sale  of 
HUD-held  properties  S     100,000  10,000 

—Support  of  residents  of 
Dublic  housing  where  units 
are  sold  or  demolished  S      50,000  5,000 

—Assistance  to  families  residing 
in  Section  8  new  construction 
if  owner  does  not  renew  5-year 
contract  5      10.000  1 ,000 

Total  SI  .091 .2-:  i05.c'5 


an;:  sue!  ic  fltiusino  in 

£1 

.700, 

[jrocesiina  or  uncier 
constrjction 

,000 

hcusina  units 

"Canversicn  of  Section  23 
units  to  Section  8  existing 
housing 

S 

203, 

,325 

—Adjustments  to  Section  23 
units  under  lease 

S 

23, 

,800 

New  proaram  of  modified 

Section  8  certificates 
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5.  Modernization  of  public  estimated  to 
housing                                               $1,800,000  finance  5931 .9 

million  of  capital 
costs 

6.  Sales  c*  public  housing                                                                          estimated  sales  of 
obligations  to  Federal                                                                              $1,485  million  of 
F-'nancing  Bank  (interest                                                                          obligation  in 
dif-"ereniial  payments)  $1,400,000  FY! 98^ 

Total  $7,528,396  121,615  (where 

applicable) 
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NAHRO  COMMENTS  ON  THE  ADMINISTRATION'S  PROPOSALS 
Modified  Section  8  Certificates 

The  Section  8  program,  as  currently  constituted.  Is  a  successful  and 
effective  program;  the  proposed  changes,  we  believe,  could  have  an  adverse 
effect  on  the  Interest  of  the  family,  the  landlord,  and  the  administering 
agency.  We  support  the  continued  requirement  that  units  under  this  program 
must  meet  Housing  Quality  Standards.  Beyond  that,  our  concerns  about  the 
changes  being  proposed  to  the  Section  8  existing  housing  program  are  as 
follows. 

•  Income  Limits.  The  proposal  to  limit  eligibility  to  families  with 
incomes  50  percent  of  the  area  median  Income  or  below  has 
problems.       It  eliminates  from  eligibility  the  "working  family" 
with  children,  whose  income  falls  between  50  percent  and  80  percent 
of  median  income,  and  whose  housing  needs  are  at  least  as  critical 
as  those  of  non-working  households  with  lower  dollar  incomes. 
Professor  Michael  Stegman  of  the  University  of  North  Carolina  has 
documented  this  situation  in  an  article  in  the  December,  1981,  issue 
of  the  Journal  of  Housing;  we  respectfully  request  that  this  article 
be  included  in  the  hearing  record.  Based  on  analysis  in  New  York 
City,  Professor  Stegman  found  that  Section  8  program  participants 
with  incomes  between  50  and  80  percent  of  the  median  income  were: 
—disproportionately  minority  (66  percent  were  black  and  15  percent 

Hispanic) 
—more  likely  to  be  households  with  children  (52  percent  are  one-parent 
households  with  children  and  25  percent  are  households  with  two 
parents  and  children) 
To  deny  such  families  eligibility  for  a  Section  8  certificate  would  be  to  deny 
assistance  to  families  with  critical  housing  needs. 
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t  Payment  Standards.  The  modified  certificate  program  establishes 
a  new  "standard"  at  a  point  beloM  the  currently-calculated  Fair 
Market  Rents,  to  govern  federal  assistance  payments.  This 
standard  Mould  be  determined  by  the  Secretary  of  HUD  without  any 
opportunity  for  public  comment;  he  has  indicated  his  intention 
to  establish  such  a  standard  at  80  percent  of  the  current  Fair 
Market  Rents.  Federal  assistance  would  be  the  difference  between 
this  "standard"  rent  and  family  rent  payments  based  on  30  percent 
of  adjusted  family  income;  there  would  also  be  a  minimum  rent 
requirement.  A  family  would  be  free  to  pay  more  or  less  than  the 
"standard"  rent;  if  more,  the  family  would  absorb  the  additional 
cost;  if  less,  it  would  keep  any  difference.  Also,  the  initially- 
calculated  assistance  to  the  family  would  be  set  for  the  term  of  the 
lease,  even  if  the  family  moved  to  other  housing.  There  would  be 
no  adjustment  in  the  event  of  rent  increases. 
This  new  "rent  standard"  policy  would  have  serious 
impacts  on  the  low-income  family.  While  the  justification  is  that 
it  will  give  the  family  more  freedom  of  choice  in  its  housing,  it 
could  well  result  in  a  family  stretching  beyond  its  means  for  the 
only  available  standard  housing  in  the  local  market;  and  having  to 
absorb  any  increases  in  rent.  NAHRO  believes  that  the  current 
Section  8  existing  program  and  the  Fair  Market  Rent  system  is  a 
better  way  to  assure  equity  for  the  family.  While  we  recognize 
that  not  all  assistance  should  gravitate  to  the  level  of  the  Fair 
Market  Rent,  we  believe  there  are  other  remedies  than  the  one  proposed. 
One  solution  is  to  provide  further  leeway  for  the  public  agencies  to 
negotiate  rents  with  landlords;  another  is  to  refine  the  documentation 
for  setting  rent  levels  for  standard,  available  housing  in  the  comminity. 


Digitized  by  VjOOQ IC 


1213 


•  aple  of  t*e  A^rtisterfaq  mRiM,j.    Uhlle  it  Is  aot  spelled  oat  in 

tte  proposed  legislation,  tte  discussion  sarroynding  its  introdoction 
Indicates  a  desire  for  aaxism  "fieedf"  between  the  *fsrily'  and 
the  'landlord*  to  ii^ilcaait  a  certificate  ^rogroB.     Tliis  could  result 
in  adrinistrmxive  regulations  wlridi  would  deny  fanrilies  the  assistance 
of  the  public  agencies  in  locating  housing,  in  overseeing  the  lease 
iou—nt,  and  in  aonitoring  the  faaily-landlord  relationship  over  the 
lease  tera.     Experience  under  the  existing  progren  indicates  that  there 
are  inportant  safeguards  in  the  prograa  for  both  the  faaily  and  the 
landlord.    Ue  would  caution  against  their  eliaination. 

•  Attractiveness  to  Landlords.    Several  proposed  provisions  of  the  new 
■odified  certificate  prograa  could  significantly  affect  landlord  interest 
in  participating  In  the  program.     First,  the  reduced  level  of  assistance 
payments  based  on  the  payaent  standard,  and  the  "fixed"  nature  of  this 
payment  during  the  lease  tera,  could  raise  questions  about  the  family's 
ability  to  aeet  Its  rent  obligations.     Secondly,  the  provision 
(Section  202  a-5)  which  states  that  "no  assistance  p^ynent  shall  be  made 
for  any  unit  after  the  nonth  during  which  the  unit  was  vacated"  removes 
the  security  for  the  landlord  currently  provided  In  Section  8  (c)(4), 
which  provides  payment  for  up  to  60  days  after  the  unit  Is  vacated. 
Finally,  any  reduction  in  the  role  of  the  adnlnlstering  public  agency 

as  described  above,  removes  assistance  available  to  resolve  any  problem 
areas  in  implementing  the  lease  arrangement. 

•  Method  of  Budget  Calculation.     Another  serious  problem  with  the  new 
proposal,  from  our  viewpoint,  is  the  change  in  method  of  federal 
funding  in  the  HUD  budget.     Under  the  current  system,  budget  authority 
for  the  Section  8  existing  program  is  committed  for  the  full  term  of 
the  leases,  not  including  the  family  rent  contribution.     This  makes 
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possible  the  establishment  of  a  reserve  fund  to  take  care  of 
additional  family  assistance  if  rents  should  be  Increased.  There 
is  no  such  provision  in  the  new  proposal.  Elimination  of  the 
reserve  fund  would  not  only  work  to  the  detriment  of  the  family,  but 
would  also  remove  a  basic  factor  in  the  stability  and  efficiency 
of  the  program. 

Rental  Rehabilitation  Grants 

Inasmuch  as  the  rental  rehabilitation  initiatives  proposal 
is  based  on  a  desirable  objective— to  help  preserve  the  nation's  rental 
housing  stock  in  low  and  moderate  Income  neighborhoods— NAHRO  Is  pleased  at 
the  Administration's  recognition  of  this  need.  We  strongly  feel,  ho««ever» 
that  the  crisis  in  housing  that  our  nation  now  faces  will  be  little  served 
by  this  program.  New  construction  initiatives  should  be  a  much  higher  priority 
on  our  housing  agenda— we  have  existing  workable  programs  for  rehabilitation 
whose  major  drawback  these  days  is  underfunding.  The  use  of  funds  proposed 
for  this  rental  rehabilitation  grant  should  best  be  left  to  local  determination 
in  existing  C0B6  rehabilitation  efforts.  As  described,  this  program  would 
restrict  local  flexibility  in  designing  rehabilitation  programs  which  most 
economically  suit  local  needs  by  forcing  localities  to  come  up  with  up  to 
one-half  of  the  costs  of  financing  these  units.  We  believe  that  the  proposed 
new  program  gives  too  little  and  asks  too  much.  It  should  in  no  case  be 
considered  as  a  major  component  of  any  housing  bill. 
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Additional  Comment 

It  is  apparent  that  certain  of  the  Administration's  proposals  are  being 
made  without  considering  the  combined  impact  on  both  the  income  of  the  tenants 
and  the  operating  income  available  to  assisted  housing  programs.     These  legislative 
proposals  threaten  the  stability  of  the  programs  and  particularly  our  ability 
to  house  low  income  persons.     They  are  made  at  a  time  when  cut-backs  are  being 
made  in  employment  programs,  health  care,  nutrition  and  social  services,  and 
against  a  backdrop  of  unemployment  which  is  at  a  40-year  high  in  many  parts  of 
the  country. 

The  Administration's  new  proposals  we  refer  to  include: 

•  including  food  stamps  as  income  in  determining  rent  levels  in  housing 
programs; 

•  considering  the  value  of  housing  assistance  in  computing  levels  of 
welfare  assistance; 

•  eliminating  all  deduction  from  income  in  calculating  rents;  and 

•  modifying  last  year's  legislation  to  permit  rent  increases  of  up  to 
20%  per  year. 
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Michael  A.  Stegman 


Housing  vouchers:  recommendations  of 
the  President's  Commission  on  Housing 


Durinr  Um  final  18  months  of  th«  Cartar  Adminia- 
tration.  a  flvo-ytar  rvMareh  phaM  of  HUD'S  «xp«ri- 
montal  housinf  allowanca  program  was  complatad. 
Policy  dttMtss  and  discussions  at  that  tiras  somttimts 
raissd  such  txistsntial  qutstions  as  whsthar  anjr  HUD 
•ffort  that  rsduced  rslativt  housing  txpanss  burdans 
so  much  whilt  contributing  nothing  to  n«w  supply  and 
so  littla  to  improved  housing  quality  had  tht  right  to 
bs  eallad  a  housing  program. 

Thtrt  also  oceurrtd  atttmpts.  nons  of  which  mata- 
rialisMl.  to  devalop  joint  HUD  HHS  initiatiros  to  im- 
provt  tht  housing  situations  of  families  receiving  pub- 
lic assistance  —  particularly  those  receiving  Aid  to 
Families  with  Dependent  Children  who.  despite  their 
shelter  allowances,  continue  to  occupy  inadequate 
housing  at  exceptionally  high  rates.  A  number  of 
supply-side  demonstrations,  some  of  a  self-help  char- 
scter  in  deteriorated  inner<ity  neighborhoods  and 
others  in  equally  distressed  but  quite  different  markets 
in  poor,  sparsely  settled  rural  communities  across  the 
country  were  under  way.  These  efforts  were  either  of 
a  neighborhood  rebuilding  or  stabilization  character 
or  were  intended  to  encourage  the  private  market  to 


Dr.  Stegman  i»  Profwor  of  City  and  R4gional  Plan- 
ning. Cnirertitv  of  \orth  Carolina  at  Ckap4l  HiU.  and 
formtr  Deputy  ABtiatant  Secretary  of  R*$eareh.  De- 
partment of  Houeing  and  Urban  Development.  Wa$k- 
ington.  D.C. 


respond  to  rural  needs  by  inereaainff  iba  icceMibflHy 
of  existing  mortgage  insuraaea  and  othar  poblie  pc»> 
grams  to  market  actors  in  ninl  eommoaitias. 

These  occurrences  are  meaningful  in  liffat  of  ttm 
issues  that  relate  to  the  recently  raiaaaad  Inttrim  Jla> 
port  of  the  Pre$idtnt'$  Committiom  on  Hmuim§  aad  its 
call  for  a  program  of  consumer^oriested  housiac  asaia- 
tance  grants.  The  issues  are : 

1 — the  importance  of  housing  standards  and  iba  eoa- 
sequences  of  a  transfer  of  a  successful  vouehar  pr»- 
gram  from  HUD  to  the  DepartaieBt  of  Health  aad  Ho- 
man  Services ; 

2— what  EHAP  does  not  tell  us  about  the  eoeU  aad 
optimal  role  of  vouchers  in  a  national  low-incoBM  hoot- 
ing policy: 

3 — the  sdequacy  of  "supply"  in  urban  aad  rural  areas; 
I  eligibility  aad  aidiag  the  bm 


5 — vouchers  as  a  replacement  fmr  pubUc  hoosiag  snk^ 
iidies. 

Housing  Quality  Standards 

The  Commission  expressed  the  view  that,  wfaataw 
sixe  a  voucher  program  might  take,  ".  .  .  baeanaa  tha 
objective  of  national  housing  policy  is  a  decant  boat 
for  every  American  family,  recipients  of  hooaing  aaais- 
tance  grants  should  be  required  to  occupy  standard 
housing."  A  major  concern,  however,  is  die  iateat  of 
of  the  Administration  to  get  HUD  out  of  tha  1 
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bu3iD«M  and  th«  implications  of  auch  an  eventuality 
in  terms  of  the  maintenance  of  housing  quality  stan- 
dards in  a  voucher  proffram.  In  a  recent  speech  to  the 
National  Association  of  Realtors  in  Miami  Beach. 
HUD  Secreury  Samuel  Pierce  underscored  the  Reagan 
Administration's  commitment  to  get  ".  .  .  out  of  the 
business  of  building  housing  for  low-  and  moderate- 
income  families,  and  to  us«  tax  incentives  to  stimulate 
private  investment  in  urban  areas."  Whether  one  fa- 
vors this  policy  thrust  is  not  the  point.  What  is  impor- 
tant is  that,  with  the  loss  of  its  direct  low-income  hoot- 
ing production  responsibilities.  HUD  will,  d«  faeto,  if 


''How  in  the  world  can 
housing  authorities  improve 
their  competitive  positions 
relative  to  private  housing 
suppliers  when  the  local 
authorities'  financial 
condition  is  now  being 
seriously  undermined...  ?'' 


not  d4  jure,  relinquish  its  leadership  role  in  the  low- 
income  housing  area.  The  voucher  function  will  be 
transferred  to  the  Department  of  Health  and  Human 
Services  and  integrated  into  a  public  assisunce  block 
grant.  The  housing  quality  standards  associated  with 
housing  vouchers  surely  will  vanish. 

During  the  latter  part  of  the  Carter  .\dministration. 
several  sute  welfare  directors  proposed  demonstra- 
tions that  would  link  public  assistance -to  HUD's  Sec- 
tion 8  housing  quality  standards,  incentives,  and  pro- 
cedures for  encouraging  landlords  housing  welfare 
families  to  maintain  their  units  at  minimum  levels  of 
adequacy.  These  officials  had  been  frustrated  in  their 
efforts  to  develop  enforceable  housing  quality  require- 
ments wholly  within  their  programs.  Law.  tradition, 
and  the  subsuntial  ideological  opposition  that  exists 
within  the  welfare  establishment  to  earmarking  and 
restricting  the  rights  of  public  assistance  clients  to 
manage  their  cash  assistance  payments  as  they  see 
fit — which  could  be  necessary  in  some  welfare-housing 
initiatives — hindered  those  efforts.  Also,  welfare  shel- 
ter allowances  frequently  are  inadequate  to  pay  for 
decent  housing.  The  linking  of  Section  8  to  public  as- 
sistance was  viewed  as  a  way  of  expanding  welfare 
resources  through  a  housing  set-aside.  In  New  York 
City,  for  example,  the  Section  8  fair  market  rent  for 
an  existing  two-bedroom  unit  is  at  least  half-again  as 
high  as  the  shelter  allocation  for  a  family  of  four  in 
the  public  assistance  program. 


From  a  budgetary  standpoint,  a  voucher  program 
with  a  minimum  housing  requirement  would  probably 
be  no  more  resistant  to  budget  cutbacks  than  would 
one  without  such  a  requirement.  The  presence  of  min- 
imum housing  standards  in  a  voucher  program,  how- 
ever, probably  could  alter  the  way  in  which  budget  cuts 
are  absorbed  within  the  program.  Holding  constant 
the  percent  of  income  a  tenant  must  contribute  to  the 
payment  of  rent,  the  size  of  a  housing  allowance  pay- 
ment is  a  function  of  the  cost  of  housing  that  just 
meets  the  quality  standard  for  the  local  market  Once 
the  required  tenant  rent  contribution  is  raised  to  its 
highest  practical  level,  budget  cuts  probably  would  be 
absorbed  by  reducing  the  number  of  bouaeholda  receiv- 
ing assistance:  any  reduction  in  voucher  payments  per 
participant  would  put  the  cost  of  standard  housing 
beyond  the  program  clients'  reach. 

Without  a  bousing  quality  standard  to  peg  the  mini- 
mum size  of  the  needed  housing  allowance  payment, 
it  is  more  likely  that  the  response  to  significant  pro- 
gram cutbacks  would  be  the  reduction  of  the  average 
household  subsidy,  rather  than  a  reduced  number  of 
program  participants.  If  this  occurs,  even  the  modest 
housing  impacts  of  a  voucher  program  would  disap- 
pear altogether. 


Program  Casts — A  Misleading  Issus 

Many  students  of  bousing  hold  in  high  regard  the 
quality  of  HXJD's  experimental  housing  allowanee  re- 
search and  the  policy  significance  of  its  findings.  Be- 
cause of  EHAP.  a  great  deal  is  known  about  housing 
consumption  and  mobility  patterns  of  households  that 
are  potential  beneficiaries  of  a  voucher  program. 
EHAP  has  generated  solid  data  on  likdy  participa- 
tion rates  among  household  groupe  in  an  entitlemeot 
program.  The  supply  experimmts  also  have  produced 
empirical  estimates  of  rent  inflation  rates  in  local  mar- 
kets (which  are  negligible)  and  the  effects  of  allow- 
ances on  housing  conditions  and  the  size  of  the  supply, 
both  of  which  also  are  quite  limited. 

Indeed,  in  the  past,  based  on  these  and  related  EHAP 
findings.  HUD's  ofHce  of  policy  development  and  re- 
search unsuccessfully  propoeed  modifications  to  the 
Section  8  existing  housing  program  similar  to  some 
of  thoee  now  being  endorsed  by  the  President's  Com- 
mission and  OBCB.  Among  these  proposed  modifications 
were  making  Section  8  payments  directly  to  tenants, 
rather  than  to  landlords,  and  removing  the  FMR  limit 
as  a  condition  of  occupancy  while  maintaining  it  as  a 
basis  for  determining  the  actual  subsidy  a  family  re- 
ceives. This  latter  modification  means  that  a  family 
wishing  to  occupy  a  dwelling  that  rents  higher  than 
the  FMR  wouki  have  to  pay  the  full  amount  of  the 
difference  out  of  its  own  funds  while  any  savings  doe 
to  occupancy  of  a  unit  that  rents  below  FMR  woold 
likewise  be  kept  by  the  family.  These  changes  woold 
open  op  the  housing  stock  available  to  partidpaatt 
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and  would  haw  a  damptninf  effaet  on  proffram>indue«d 
rant  inflation. 

In  diteuaainff  ▼ouchars.  it  is  important  to  distin- 
ffuiah  batwatn  thoM  and  relatad  policy  implications 
that  art  directly  rdated  to  EHAP  and  thosa  that  ara 
mialaadinffly  cloaked  in  EHAP.  For  example,  while 
EHAP  has  produced  very  good  estimatea  of  the  unit 
cost  of  aaslstanea  in  an  allowanc*  proffram,  the  ex- 
periments reveal  precious  little  about  an  optimal 
houainf  program  mix  or  the  extent  to  which  national 
housing  policy  ought  to  be  dominated  by  demand  side 
programs.  The  President's  Commission  correctly  indi- 
eataa  that  "A  baaic  equity  problem  of  all  subsidised 
housing  is  that  ralativaly  few  obtain  program  beneflta 
from  among  the  eligibla  population."  The  fact  that 
housing  allowancas  coat  about  half  aa  much  aa  supply* 
side  subsidies  means  that  "Twica  as  many  houaeholda 
can  be  sarved  at  any  given  level  of  funding  under  the 
consumer-oriented  programs  as  under  the  construc- 
tion programs."*  Deapite  implications  to  the  contrary, 
the  Commission  knows  that  the  Administration  has 
no  intention  of  using  the  cost  advantage  of  housing 
vouchers  to  expand  dramatically  the  fractions  of  the 
eligible  population  that  would  receive  houaing  assis- 
tance under  a  voucher-type  program  and  thereby 
laasan  the  equity  problam  inherent  in  supply-side  pro- 
grama.  A  much  more  likely  scenario  is  one  in  which 
housing  vouehars  would  rtplaca  housing  davdopraant 
undar  exiating  supply  programa,  with  the  savings  in 
contract  and  budget  authority  baing  extracted  from 
the  houaing  aaetor  through  redaaiona  or  reductions  in 
future  appropriatiaaa. 

With  raapaet  to  the  issua  of  the  highar  unit  coat  of 
supply  sida  programa.  the  Commiaaion  and  the  Admin- 
iatration  point  out  that  the  so^allad  budget  <rmr- 
hang  of  subaidiaed  houaing  programs  is  so  anormoua 
that  production  efforta  nrast  ba  aharpiy  curtailed.  Out- 
standing obligationa  aaaodatad  with  tha  Section  8  aaw 
construction  program  alone  amount  to  SllO  bilUoa 
and  already  extend  a  ganaration  into  tha  future.  Tha 
total  unpaid  bill  for  all  low-incoma  housing  constnictad 
sinea  tha  federal  government  got  into  the  aaaiatad 
houaing  buaineaa  -lO  years  ago  now  totala  S260  billion. 

Budget  data  ara  no  more  Informativa  nor  inatruc- 
tiva  of  a  particular  houaing  policy  eoursa  than  ara 
ateilar  kinda  of  data  cooeaning  tha  aiaa  of  the  tax 
expaaditara  bodget  for  ownar-oacapiad  hooaing.  Tha 
coat  in  tarns  of  foregone  fedaral  taxaa  of  Joat  tha 
awrtgafa  interest  deduction  for  hoaa  ownara  for  tha 
ftva  yaara  between  1982  and  1986  win  be  nearly  twiea 
tha  siaa  of  tha  entire  40-year.  Saetion  8  budget  over- 
hang. That  a  cap  on  mortgage  intareat  deduetiona  and 
tha  convaraioa  of  tha  deduction  to  a  tax  credit  could 
poaaibly  save  the  govanunent  enough  money  to  main- 
tain an  adequate  level  of  km-ineoaae  houaing  prodne- 
tioa.  foUowa  no  mora  directly  from  tha  data  on  tha  siae 
of  the  mortgaga  intareat  aahaidy  to  non-towar-incoma 
hoaa  ownars  than  doea  a  policy  of  houaing  vouchara 


follow  directly  from  data  on  tha  cumulativa  obligntiom 
aaaocUted  with  deep  subsidy  production  prognaa. 

The  fact  is  that  all  tha  coat  advantagaa  of  iMwalBf 
allowances  reaUy  reveal  is  that  whanavar  and  wtar- 
ever  possible  housing  vouehars  should  first  ba  eo»- 
sidered  as  the  principal  houaing  aaaistaaea  tool  b«- 
fora  rasorting  to  supply-aide  efforta.  Few  wouM  argoa 
with  this  proposition.  The  important  qoaation  to  tha 
extent  and  conditions  undar  which,  daapita  tbair  Ughar 
unit  coats,  supply  side  programa  may  ba  nscsaaary  or 
desirable  to  achieve  important  local  and  natioani  haw- 
ing policy  objeetives:  and  whether  local  hooaing  anp- 
plies  ara  adequate  to  accommodata  tha  hooaing  i 
of  lower-income  families. 

Housing  Adequacy 

An  important  part  of  tha  policy  dabata  on  1 
vouchers  hinges  on  the  adequacy— not  of  the  aatioa'a 
housing  supply — but  of  thousands  of  local  hooainf 
supplies  to  serve  the  needs  of  lowar-incoaa  familiaa. 
including  thoaa  now  living  in  physically  adaqoata 
housing  and  thoaa  now  occupying  substandard  dwall- 
ings.  To  the  extent  that  tha  former  hava  an  ancaaa 
rent  burden,  they  could  receive  houaing  aOowaneea  in 
place.  The  latter  would  hava  to  hava  thair  paeaaiii  onlta 
upgraded  or  would  have  to  move  to  accaptaUa  boaalav 
in  order  to  receive  rental  aaaiataaca.  Tha  aacpaiiuairtnl 
housing  allowance  program  indicatea  that  upgrading  ia 
likely  to  occur  aa  a  raault  of  houaing  aOowaBeaa  onljr 
if  tha  needed  rapaira  ara  vary  modaat.  Proffnun  teea»- 
tivea  are  juat  too  small  to  aneooraga  any  real  dagraa 
of  rehabiliUtion  and  capital  invaataant. 

Hare,  the  lesaona  of  BHAP  are  laatroetiva.  iMt  Mt 
daeisive.  in  tarma  of  national  hooaing  paliey.  Tha  «ib- 
periments  demonstrated  that  while  aOowaneaa  hava 
virtually  no  effacta  on  tha  slaa  of  svpply— <n  the  as* 
parimantal  sitae,  at  laaat— much  of  tha  asladnc  atsck 
raapondad  well  to  program  rlemaniii.  and  pnwid  enpn- 
bH*  of  baing  upgraded  to  minimum  profimai  atmdarii 
at  a  per  dwelling  inveatmant  of  no  mora  than  a  yaar^ 
coat  of  cigarattea  for  a  light  smoitar.  Thia.  hetnovar. 
doaa  not  maan  that  tha  supply  of  availaMa  hooalnv  fai 
all  kinda  of  eooBmunitiaa  aeroaa  tha  cooatry  U  aqoal  to 
the  housing  vouchor  taak. 

Tha  daalgnars  of  tha  aUowaaea  ajipsilmanlB  aclnwiH' 
edge  that  thair  statiatlaal  findiaga  ahoold  nat  ba  fM- 
eraliaad.  Tkay  da.  howavar.  argoa  correctly  that  tha 
stability  of  important  hooaing  amrkaC  outcoama  aeroaa 
dlversa  pairs  of  supply  and  daasaad  sitae  soggaals  that 
tha  flndinga  are  likaly  to  be  applicable  to  a  croae  saetloa 
of  communitiao  far  larger  than  the  four  aapailawiatal 
sitae  of  Pittsburgh.  Phoenix.  South  Bead,  aad  Gran 
Bay.  .Vavarthaleee.  they  stop  short  of  suggaatiac  that 
tha  national  hooaing  scaaa  is  no  dUTaraat  thaa  tha 
EHAP  pictara  "writ  larga.** 

Thoogh  soBMwhat  ratoetaatly.  tha  Praaidaat's  Coak 
miasion  acknowladgaa  thia  fhcL  After  swphaiiiiag 
that  tha  moat  sarious  national  haualag  prohlaai  tadir 
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is  oDt  of  AffordabilitT  aad  not  boaswf  adaqnacy.  tht 

fcosiapluc  cwM antrtlwm  of  iudaiiiHita  naits.** 

*Tbe7  Are  foaad."  san  cha  Cornnrinki.  "dispropm^ 
tiooatrir  IB  nml  anas  in  tha  Sooth  aad  ia  oklar  lari* 
cities.  New  York  City  aad  tha  aearfajr  Xew  Jancy 
cities  of  Newark.  Paxersaa  aad  Jerscr  Cftjr  showed  a 
partial lariT  hifh  coacentiarioa  il9  paretat).  doobla 
the  aTcrage  of  other  lari*  cities.  laadaqoata  housiBS.'* 
noted  the  CoramiaaMB.  "alao  ia  oiora  fraqoaatiy  fouad 
ajaoBf  certaia  types  of  hooadiokis.  SGaority  houaa- 
holda— particnlariT  Uaek  hooaaholds  oumpy  soch 
hooainc  araeh  nore  oftaa  thaa  ooa-aiiaority  houaa> 
holds.  Female-beaded  houaahokli  aad  tha  elderly  also 
hare  aboTe  aTerafa  iaddaaea  of  hooaiac  faiadaqiiaey.** 
Whea  these  blaad  ackaowMgtsMata  are  traaalated 
into  hoQsiav  coaditions  at  the  local  lev^  their  iatpaet 
becotaes  more  reaL  In  New  York  City,  for  azaaipla.  tha 
results  of  a  special  honainf  aad  Tacaaey  snrrey  by  the 
Bureaa  of  the  Ceasos  of  the  city's  rental  hoosinf 
market  shows  very  hifh  levels  of  hooaiac  inadequacy 
among  the  above  noted  popalatioa  rroupa.  Usiaf  data 
OB  maintenance  and  equipoaent  deflcicnciea  similar  to 
those  used  by  the  Coafreaaiooal  Budget  Ofllee  aad  tha 
PrcsideBf  8  CoanaissioB  to  ideatify  houaiag  ia  aaed  of 
rehabilitatioB.  thia  1981  coisna  survey  iadicatas  that: 
— 35  pereaat  of  all  black  aad  38  perceat  of  all  Puerto 
Rican  renter  households  occupy  housing  in  need  of 
rehabilitatioa: 

— 34  perceat  of  all  reater  hooaeholda  eoataiaiag  ftre 
or  mora  parsoBS  are  iaadaqnately  housed,  aa  are  oaa- 
quarter  of  all  feaiala-headad  reater  houa^tokls ;  aad 
— i7  percent  of  all  reater  families  receiving  public 
assistance  live  ia  housing  needing  rehabilitatioa. 

Indeed,  spending  a  high  proportion  of  one's  iacoma  on 
rent  does  not  guarantee  occupancy  of  adequate  housing 
in  New  York  City.  Nearly  ona-third  of  all  bousahokia 
spending  at  least  40  percent  of  their  ineooea  for  reat 
also  occupy  inadequate  housing. 

Rather  than  concluding  from  its  assessment  of  the 
inadequate  supply  problem  that  supply-side  programs 
should  be  nude  more  cost-effective  and  targeted  to  the 
areas  most  in  need,  the  Commission  proposes,  essen- 
tially, that  the  government  end  these  programs  and 
open  up  the  community  development  block  grants  to 
include  low-income  new  construction.  With  large  dtias 
already  struggling  to  cope  with  previous  cutbacks  in 
community  development  block  grants,  threatened  with 
the  loss  of  UDAG.  and  now  fighting  to  fend  off  OMB's 
proposal  to  zero  out  block  grants  after  fiscal  year  1984, 
the  Commission's  proposal  can  be  scarcely  viewed  aa  a 
responsible  policy  position.  This  is.  of  course,  true  not 
only  in  the  case  of  large  older  cities.  It  is  equally  true 
for  nuiny  rural  communities,  many  of  which  have 
staggering  concentrations  of  inadequate  housing.  In 
the  state  of  North  Carolina,  for  example,  at  least  20 
percent  of  the  rental  stock  in  one  fifth  of  the  state's 
counties  lacks  complete  plumbing  for  the  exclusive  use 


of  its  oeenpaata.  Xaay  of  these  aad  other  rual  eooh 
maaities  throaghoat  Uie  couatry  have  no  cwtaiaty  of 
racaiviag  amsJl  dtiaa  CDBG  fuada.  aad  little  or  ao 
coopeteaee  to  develop  aad  flaaaee  low-iaeoBM  hooaiag 
without  snfaataatial  tachaical  support.  Further,  states 
prepariag  to  aaauae  adauaistratioa  of  the  program 
win  BOW  be  lose  wiUiag  to  provide  that  ttsittanca  ia 
U^  of  OUB's  piaaa  to  phaiae  out  the  program  a  few 
3rears  from  aow. 

What  might  iaadaqaata  supply  meaa  to  a  hooaiag 
voucher  program?  Having  seea  the  hooaiag  statistics 
tor  New  York  City,  a  group  of  reaearehara  froa  Pratt 
Institute  in  New  York  analyaad  the  city's  Sectioa  8 
existiag  hooaiag  program  to  detamiaa  whether  the 
high  iactdaaee  of  hooaiag  prohlami  haa  B»de  it  dia> 
cvit  tor  variooa  hoaaehoM  groopa  to  partidpata  ia  this 
vooeher4lhe  pcagraai. 

Ia  their  draft  report  aow  uader  review,  tha  Pratt 
researchers  fouad  that  27  percent  of  the  hooaaholds 
that  were  issued  Section  S  eeftifieataa  betweea  Jaao* 
ary  1979  aad  May  1981  never  became  racipieBtt  of 
aay  rental  hooaiag  assistaace.  Hooaaholds  that  either 
wasted  to  or  who  were  required  to  move  to  receive 
ScctioB  8  assistaace  were  subataatiaUy  more  likdy  to 
becoBie  program  dropouts  thaa  were  households  that 
waated  or  were  able  to  receive  the  subsidy  ia  place. 
More  thaa  one  half  of  the  certificate  holders  who  want- 
ed to  or  had  to  move  never  received  any  aaaistaaea 
compared  to  only  15  percent  of  the  certificate  holders 
who  were  eligible  to  remaia  ia  place. 

The  faaulias  with  certificataa  that  waated  to  or  had 
to  move  in  order  to  receive  Section  8  comprised  56 
percent  of  all  non-«lderIy  singles,  71  percent  of  all 
families  with  children,  63  percent  of  all  non-elderly 
couples,  but  only  40  perceat  of  all  elderly  singles  and 
couples.  Because  of  the  difficulty  of  finding  suitable 
housing  in  a  tight  New  York  City  rental  market  that 
had  a  1981  net  vacancy  rate  of  just  LI  percent,  SO 
percent  of  all  two  parent  families  with  children  be- 
came Section  8  program  dropoute.  Fifty-one  percent  of 
all  non-elderly  couples  never  became  recipiente.  Only 
15  percent  of  all  elderiy  couples  and  30  percent  of  all 
elderly  singles  with  certificates  failed  to  receive  Sec- 
tion 8  paymenta. 

Defining  the  Eligible  Population 

As  a  basis  for  allocating  scarce  housing  resources, 
the  Commission  properly  argues  that  assisUnce  should 
be  Urgeted  to  those  most  in  need.  One  might  concur 
with  the  operational  definition  of  the  urgent  needs 
population,  namely,  households  whose  incomes  are  very 
low.  no  higher  than  50  percent  of  the  area  median. 
Nationally,  the  Commission  pointe  out  the  incidence 
of  housing  inadequacy  among  very  low-income  renters 
is  twice  as  great  aa  among  low-income  renters— 20 
percent,  compared  to  slightly  more  than  10  percent. 

Thia  is  not  necessarily  the  caae  among  Section  8 
existing  housing  program  participante  in  New  York 
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City,  whtra  importuit  diff«rtiie«  txist  bctwttn  vwry 
low-incoBM  and  low.income  houMholds.  Should  th«M 
differtncti  b«  repMtod  •Iscwhtr*  in  tht  eountir.  the 
vtiy  low-incom«  profrmm  diffibility  criterion  could 
have  unintended  and  undesirable  screeninr  effects. 

According  to  the  Pratt  Institute  researchers,  very 
Iow>ineome  Section  8  recipients  tended  to  have  the 
foUowinr  characeristics: 
— a  majority  are  white  (58  percent). 
— a  majority  are  elderly  (60  percent), 
— a  small  minority  (22  percent)  had  children  in  the 
honsefaold.  and 

—only  sliffatly  more  than  one-third  wanted  to  or  were 
required  to  move  to  receive  Section  8  benefits. 

In  staric  contrast,  the  researchers  found  low-ineona 
program  participants,  those  with  incomes  between  50 
and  80  percent  of  the  area  median,  to  be: 
— disproporti<mateIy  minority  (66  percent  were  black 
and  15  percent  hispanic^ : 

— more  likely  to  be  households  with  children  (52  per- 
cent are  one  parent  households  with  children  and  25 
percent  are  households  with  two  parents  and  children) . 
and 

— lik^  to  have  to  move  in  order  to  qualify  for  Section 
8  assistance  (73  percent  of  low-incorae  Section  8  re- 
cipients fell  into  this  category) . 

In  short,  it  is  not  that  clear  that  the  degree  and 
urgency  of  housing  need  among  poor  people  is  simply 
a  function  of  just  how  poor  they  are. 

Despite  agreement  with  the  Commission's  view  that 
a  larger  part  of  the  low-fncome  housing  program 
burden  can  be  properly,  responsibly,  and  effectively 
shouldered  by  a  demand-side  program,  one  concludes 
a  reading  of  its  Interim  Report  feeling  very  ill  at  ease. 
A  significant  amount  of  discomfort  comee  not  from 
the  Commission's  work  itself  but  from  concern  over 
how  its  analysis  and  recommendations  will  be  inter- 
preted and  used  by  an  Administration  that  is  generally 
unsympathetic  to  the  housing  needs  of  poor  people. 

A  good  example  can  be  illustrated  in  the  potential 
relationship  between  housing  vouchers  and  public 
housing  subsidies.  Under  certain  conditions,  among 
them  being  the  elimination  of  serious  problems  of  de- 
ferred maintenance  and  the  improvement  of  the  energy 
efficiency  of  the  public  housing  inventory,  one  could 
support  the  Commission's  goal  of  having  consumer 
oriented  housing  assistance  grants  eventually  replace 
public  housing  operating  subsidies.  The  theory  is  that 
if  local  housing  authorities  cannot  successfully  com- 
pete in  the  open  low-income  market  place  for  voucher- 
enhanced  low-income  consumers'  housing  dollars,  then 
perhaps  they  should  get  out  of  the  business.  The 
practical  dangers  of  embracing  this  goal,  however,  are 
two-fold.  First,  the  Commission  proposes  that  the 
budget  authority  associated  with  vouchers  should  be 
limited  to  between  three  and  five  years.  This  means 
that  local  public  housing  authorities  would  soon  find 
themselves  with  tenants  who  will  be  unable  to  pay  their 


rents  three  years  down  the  road,  a  eonditioB  In  tht 
private  rentAl  housing  market  that  leads  iaveaton  to 
adopt  very  short  run  investment  strategies  of  nuiw 
maintenance  and  eventual  abandonment.  Second,  aad 
more  important,  while  it  is  a  good  inteUeetnal  exerdM 
to  theorize  about  the  outcomes  of  the  cmapetitlw  te- 
teractions  of  unfettered  public  aad  private  houaiat 
suppliers  ss  they  vie  for  the  low-Income  hooaiBg  dotlar. 
in  the  preeent  budgetary  environment,  this  thaorlsiav 
is  no  more  than  that — an  intdleetual  eaardat. 

How  in  the  worid  can  housing  autboritiea  la 
their  competiti\-«  poeitioaa  relativ*  to  private  1 
suppliers  when  the  local  autboritiea'  finaaeial  cgodltioi 
is  now  being  seriously  undermined  by  the  Admintotrip 
tion's  callous  disregard  for  their  dMBOoatratad  naeda 
for  continued  operating  subaidiea?  Each  day  briafi 
either  another  release  or  news  leak  that  reada  Uki  » 
weather  report  during  a  cold  snap.  A  short  tiaa  agoc 
the  weather  was  mild,  the  breezea  balmy  aad  houtaff 
authorities  were  going  to  be  funded  at  a  level  of  t2 
percent  of  demonstrated  need.  Then,  the  clottds  roQad 
in  and  the  "temperature"  dipped  to  75  percent  and. 
according  to  some,  the  true  operating  subsidy  raadfav 
was  just  69  percent  in  the  shisde.  In  the  Ant  week  «f 
December,  the  storm  clouds  gathered,  the  skj  daris- 
ened.  and  OMB's  forecast  was  for  a  fiscal  year  1983 
operating  subaidy  level  of  a  frigid  25  percant  of  traa 
need. 

The  irony  of  all  this,  of  coarse^  is  that  the  Admioia- 
tration  seems  intent  on  destroying  the  pabUe  hooriof 
system  that  the  President's  CoomlaaioB  wants  to  iaa 
become  more  market-oriented  aad  eooqiedthra  la  tha 
future.  If  OXB's  plan  is  adopted,  the  outeooM  of  tha 
market  test  win  be  very  predictable  aad  the  Adariaia- 
tration's  anticipation  of  the  failnraa  of  the  poUk 
housing  system  will  become  a  self-fulfilling  pntphaey. 

In  their  increasingly  debilitated  stetes.  housiag  aa- 
thorities  will  be  unable  to  compete  sueeeasfuDy  fdr  tha 
voucher-enhanced  consumers'  boosing  dollar.  The  aaat 
upwardly  mobile  famiUea  win  leave  pablle  boutaff 
first,  followed  by  others  who  are  able  to  navigata  ia 
the  local  market  Enough  tenants  would  leave  thair 
assisted  units  to  assure  the  financial  failure  of  tuuj 
projects  and  local  authorities.  Not  all  projects  woold 
empty  out  however,  because  local  housing  suppUaa  win 
be  unable  to  respond  to  the  iacreaaed  d 
projects  deteriorate  stiU  ftirtber.  they  wfll 
centers  of  frustration,  tension,  and  unrest. 
families  will  fiee  public  housing,  doubling  up  win  la- 
cresse  in  some  cities,  and  private  market  rents  woald 
rise.  Becsuse  the  voucher  program  puts  no  cap  on 
allowable  rents  and  only  a  smaU  portion  of  dlgibiaa 
would  be  receiving  rental  housing  assistaaee.  8»ra 
and  more  poor  people  wouM  have  to  pay  very  high 
fractions  of  their  ineomee  for  inadequate  boutaff. 
And  toward  what  end?  Merely  to  test  the  CoauaissioB's 
theory  of  housing  market  competitioB  among  prhrata 
and  public  houaing  suppliera.  The  cards  la  the  dadt 
were  stacked  by  0MB  from  the  beginaiag. 
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^^&rvirK|11>e  fkaition's  HouM 
CorrvTHjnHiyDevoloprTwntr 

SUMMARY  OF  CDBG/UDAG  QUESTIONNAIRE  RESPONSES 

The  National  Association  of  Counties  (NACO),  the  National  Association  of 
Housing  and  Redevelopment  Officials  (NAHRO),  the  National  League  of  Cities  (NLC) 
and  the  United  States  Conference  of  Mayors  (USCM)  conducted  a  joint  survey  in 
February  and  March,  1982,  of  cities  and  counties  to  assess  the  local  impact  of 
funding  cuts  on  the  CDBG  and  UOAG  programs. 

The  survey  primarily  covered  the  need  for  and  impact  of  the  major  CDBG 
program  activities— public  works,  housing  and  public  services.  Questions  were 
raised  as  to  the  abandonment  or  delay  of  planned  projects  and  shifts  of  project 
needs.  Localities  were  asked  to  give  examples  of  successful  and  significant 
projects  funded  under  CDBD  and  UOAG  programs  and  to  Include  other  funding  sources 
for  any  on-going  or  planned  projects  that  would  fall  through  as  a  result  of 
cutbacks  in  these  programs. 

Seventy-five  (75)  entitlement  cownunities  responded  to  the  survey.  Data 
from  the  CDBG/UDAG  survey  returns  indicate  several  negative  Impacts  of  reductions 
in  program  funds.  Planned  projects  have  been  abandoned;  jobs  have  been  lost  and 
local  revenues  are  expected  to  be  Impacted. 

The  most  devastating  Impact  on  cities  and  counties  will  be  if  the 
Administration's  proposed  rescission  of  assisted  housing  units  are  passed 
by  Congress.  Communities  surveyed  have  nearly  24,000  housing  units  that 
they  are  committed  to  provide  as  a  result  of  planned  activities,  urban  renewal 
plans,  court  settlements  or  HUD  directives,  such  as  performance  reviews.  These 
communities  have  committed  CDBG,  UOAG,  or  Section  108  loan  guarantee  funds 
toward  this  effort.  Since  this  survey  only  reflects  one-tenth  of  the  total 
number  of  eligible  entitlement  coimiunities,  the  total  amount  of  funds  alreacfy 
invested  in  expectation  of  receiving  assisted  housing  funds  could  well  be  in 
the  range  of  millions  of  dollars.  These  seventy-five  communities  have  committed 
a  total  of  $110  million  in  CDBG  funds  for  various  housing  related  activities 
in  anticipation  of  receiving  assisted  housing  funds  from  HUD. 

Highlights  from  the  survey  are  described  below: 

0    Overall  Program  -  NATIONAL  OBJECTIVES 

The  most  frequent  (over  90X)  response  to  which  national  objectives 

are  specified  by  local  CDBG  programs  was  clearly  the  conservation 

and  expansion  of  the  nation's  housing  stock. 

The  second  and  third  most  frequent  (over  60X)  responses  were  elimination 

of  slums  and  blight  and  alleviation  of  physical  and  economic  distress 

through  the  stimulation  of  private  investment  and  cormiunity 

revitnization. 
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About  one-third  of  the  respondents  felt  that  their  local  objective  of 
conserving  and  expanding  the  nation's  housing  stock  Mould  change 
because  of  funding  decreases. 

Public  Works  - 

The  three  most  frequently  cited  public  worts  activities  were  to  provfde 

curtas  and  jLttters^   street  fepair  and  storm  drainage.     These  acttvities 

were  most  oftenujej  to   imprave  residential  neighbort>ocids.   inprove  pubHc 

health  or  safet^y  Ynd  iPfprcive  comtiercial   strips  and  retain  existing 

businesses. 

The  most  important  impact  these  activities  had  which  were  cited  by 
respondents  include  stabiLL?ed  neighborhoods >  visual  Iniproveflients* 
increased  property  values  anq  increased  business  activities. 

Over  aSllot  funds  expended  on  thse  public  work  activities  were 
estimated  to^have  bcnelUted  }_pM_  and  rtkvlerate  X^^^.'^^'^'^^ 

Housing  - 

Over  80%  of  the  respondents  funded  housing  rehabilitation  programs  for 

owner  xcu pants.     More  than  41 .000  such  units  have  been  rehabilitated. 

Over  50t  of  the  respondents  funded  housing  rehabilitation  programs  for 
rentaT~properti es .    About  13,500  such  units  have  been  rehabilitated. 

Alinost  half  of  the  respondents  bad  other  types  of  housing  programs 
such  as  home  ownership  assistance  programs. 

About  60X  of  the  respondents  used  private  investments  to  leverage 
funds    to  provide  financing.     This  ratio  varies. 

Almost  all  housing  programs  have  been  used  to  bring  property  up 
to  ^loca1   codes^YndT  standarJ?^ 

Over  90Xof  the  local  housing  programs  have  been  used  to  improve 
gnergy  conservation. 

Respondents  estimated  that  over  15,000  homes  were  privately  rehabbed 
becausethgre  was  local  CDfiG  rehabilitation  taking  place  in  a 
neTgh^orftood. 

The  most  frequently  Cited  iFnpact  of  the  rehabilj^tttion  programs  has 

been  to  stabilize  neighborhoMS*     Other  f re quertt  impacts  have  been 

to  ^--r-^-r^  -^-perty  valu_eSt  to  improve  energy  conservation,  to  make 

£:.L  r  j  "saTe'ty^  InTprovenients  and  to  imp rpyg^ overall  neighborhood 

appearance. 

Over  93%  of  the  funds  expanded  on  housing  activities  were  estimated 
to  havebenefitted  low  and  moderate  income  persons. 
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0      Public  Services 

The  iTjost  frequent  P_ub1jc  service  actlvlUftS  have  been  buildings  for 
specfjl  purposes.  These  in<:lude  sucfT^WgcTat  use  as  senior  centers, 
batterfid  women  shelters,  day  care  centers  and  emergency  shelters" 

An  overwhelming  majority   (over  301)  of  the  respondents  think  that 

the  reduction  in  other  federally  funded  social  and  put>Hc  services  will 

pu t  j?p  1  i  1 1 c a]  pressure  0 n  f u n d s , 

^I  of  the  respondents  thought  that  social  and  public  services  will 
win   likely  be  funded  out  of  COBG  at  the  expense  of  other  activities, 

0      Other  Activities 

Over  70^    of  the  respondents  use  CD6G  funds  for  other  significant 
cofflBiunTty  activities  such  as  coiwiercia^  rehabilitation  and  other 
econofflic  developtnent  activities. 

0   Impact  of  Funding  Reductions 

Over  half  of  the  respondents  have  had  to  slow  dcwri  woj^k  on  on-going 
projects. 

About  half  of  the  conmunities  responding  have  abandoned  planned 

projects  —  Including  activities  such  as  street  drainage  plans,  assembling 

and  clearing  land,  rehabilitating  abandoned  buildings. 

Existing  obligations 

The  75,  cqirni^nities  have  comnitted  a  total   of  $^10_5ipiO"   1",  CDBg  funds 
for  va  V  i  0  u  s  hou  s  >  Qg  -  re  U  ted     activlfies  in  anticipation  oT  recefy-tng 
assUted  housing  funds  from  HUD.  Spccifi ca  1 1y,  these  conmunities  have 
coirmiUed  S^S  milTion  for  1aad  acquistion,  SI 5*6  million  for  site  clearance, 
53.2  million   to  purchase  buildings  for  rehabilitation,   $17. J  minion  for 
site  irnprovements,  Sll*?  fflillion  for  plana    and  specifications,  $700,000  in 
anticipation  of  low-Interest  bonds  becoming  available  for  Sec   B  and 
$16.5  million  for  other  related  activ  ties 

Many  cities  are  obligated  to  provide  new  or  substantially  rehabilitated 
assisted  housing  units  as  a  resu  t  of  planned  activit  es  ^uc^  as  urban 
renewal   plans,  court  sett  ements  or  HUD  directives  and  have  committed 
CDBG    UDAG  or  Sec     108  loan  guarantee  funds  toward  this  effort,  on  the 
expectation  of  receiving  assisted  housing  units  from  HUD.     If  proposed 
rescissions  of  assisted  housing  units  are  passed  by  Congress,  the  conmunities 
will  not  be  able  to  proceed  with  nearly  24,000  units  that  were  planned  as 
part  of  their  CD  programs. 

Estimates  for  future  funding  needs 

While  not  all  respondents  were  able  to  make  estimates  of  future 
funding  needs,  the  response  receivedjndicated  a  far  greater  need 
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than  is  available  for  funding.    Out  of  35  responses,  the  estimates 
for  1  year  funding  needs  was  as  follows: 

Funding  needs  for  1  year: 

Public  Works  $    2.2  billion 

Public  Services  $    2.8  billion 

Housing  $    1.1  billion 

Units  240,000 


Specific  information  on  cities  responding  may  be  obtained  from  the 
representatives  of  the  participating  organ  Izations. 

USCM  Barry  Zigas  (202)  292-7330 

NLC  Reggie  Todd  (202)  626-3020 

NAHRO  Sheryl  Lincoln  (202)  333-2020 

NACO  John  Murphy  (202)  393-6226 
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COBG/UOAG  QUESTIONNAIRE 

Jurisdiction Date_ 

Congressional  Representative* 

Population 

Amount  of  FY81   EiititlMMn.t 

Amount  of  FY82  Entitlement 

1.     OVERALL  PROGRAfl 


Which  of  the  following  national  objectives  does  your  local  CDBG  program  specify? 
(Check  no  more  than  three) 

a.    elimination  of  sIlbiis  and  blight 

b.    elimination  of  conditions  that  are  detrimental  to  health,  safety  and  public 

welfare 

c.  conservation  and  expansion  of  nation's  housing  stock 

d.  expansion  and  Improvement  of  quantity  and  quality  of  conwunlty  services 

e.  more  rational  utilization  of  land  and  other  natural  resources 

^f.  reduction  of  Isolation  of  Income  groups 

g.  restoration  and  preservation  of  properties  for  historic,  architectural. 


or  esthetic  reasons 

h.    alleviation  of  physical  and  economic  distress  through  the  stimulation  of 

private  investment  and  community  revltalizatlon 

^1.    conservation  and  expansion  of  the  nation's  scarce  energy  resources 

Indicate  by  letter (s)  which  objectives  will  change  due  to  funding  decreases? 


Will  any  of  these  objectives  change  due  to  revised  regulations  (as  to  be  changed 
according  to  latest  HUD  notices)?    Please  specify. 


PROGRAM  ACTIVITIES 
^blic  Works 

Check  which  public  works  activities  CDBG  funds  have  been  used  for  In  your 
comnunlty. 

Street  repair  Water  line  reconstruction 

Sewer  construction Street    ighting ^^__ 

Sewer  reconstruction Curbs  &  gutters 


Water    1ne  construction Other  infrastructure  or  pwbl  c 

iwrks  actlvUies 

Storm  drainage (please  specify] 
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Number  the  following  In  order  of  their  Impact:  (Check  as  many  as  apply  to  the 
activities  listed  above) 

These  public  Morks  activities  were  needed  to: 

create  Jobs  public  health  or  safety 

^retain  Jobs  Improve  residential  neighborhoods 

attract  new  business (es)        Improve  conwerclal  strips 


_reta1n  existing  business  (es)     other  (please  specify )_ 

^conserve  energy  


Check  the  following  Impact  these  projects  have  had  (check  as  many  as  apply): 
These  public  works  activities  have  had  the  following  Impact  In  our  city: 

^Increased  property  values       Increased  job  opportunities 

helped  stabilize  neighborhoods    ^Increased  business  activity 


^visual  Improvement  other  (please  specify )_ 

Increased  local  taxes  


What  percentage  of  funds  expended  on  these  public  works  projects  have  benefited 
low  and  moderate  Income  persons? 

Housing 

Check  the  type  of  rehabilitation  housing  programs  COBG  finances.     Please  Indicate  how 
many  units  have  been  rehabilitated: 

^Housing  rehabilitation,  owner  occupants  #  of  units  rehabbed 

^Housing  rehabilitation,  rental  #  of  units  rehabbed 

Other  types  of  housing  programs.    Please  specify 


Did  you  use  any  type  of  private  Investment  to  leverage  funds?    (  )yes;     (  )no 
Specify  the  arrangement: 


Estimate  the  ratio  of  public  to  private  funds: 

Have  your  housing  programs  been  used  to: 

bring  property  up  to  local  codes  &  standards  conserve  energy 


_9eneral  property  ImproveiKnts 


Can  you  estimate  how  many  homes  were  privately  rehabbed  because  there  was  local 

CDBG  rehabilitation  taking  place  In  a  neighborhood? 

Check  the  following  Impacts  which  rehab  has  had: 

^increased  property  value  increased  local  taxes 

^stabilized  neighborhoods  ^increased  job  opportunities 

^visual  improvement  public  health  &  safety  Improvements 


jenergy  conservation  other  (please  spec1fy)_ 


What  percentage  of  these  housing  activities  have  benefited  low  and  moderate  Income 
oersons  ? 
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Public  Services 

What  types  of  public  services  has  your  COBG  program  funded  In  the  past? 

health  services  for  elderly  or  other  job  training,  please  estlnate 


'special  groups  the  number  of  placeRients_ 

_soc1al   services  for  elderly  chfl     care 

J)uild1ngs  for  special  purposes  other,  please  specify^ 


How  will  the  reduction  in  non-CDBG  funded  social,  public  services  affect  your  progran? 
(Check  one) 

^Ho  Impact  on  COBG 


_Will  put  political  pressure  on  funds 

_W111  likely  be  funded  out  of  COBG  at  expense  of  other  activities 

_Other  impacts  (please  specify) 


Other 

Are  there  any  other  COBG  funded  activities  that  have  been  particularly  significant 
in  your  community,  such  as  commercial  rehabilitation  or  other  economic  development 
activities? 


3.      IMPACT  OF  FUWOING  REDUCTIONS 

What  has  been  the  effect  of  past  reductions  in  CDBG  funding?    What  specifically 
has  the  community  done  to  cope  with  a  reduction  in  funding  for  CDBG? 

Work  on  on-going  projects  been  slowed  down:       (  )yes;     (  )no.     Please  specify: 


Projects  planned  have  been  abandoned?      (  )yes;     (  )no.     Please  specify: 

Emphasis  of  program  shifted,  such  as  from  physical  development  work  to  service 
delivery,  for  instance:     (  )yes;     (  )no. 

Is  your  program  shifting  more  to  service  delivery?     (  )yes;     (  )no 

If  yes,  what  is  the  reason  for  this?    Please  be  specific: 

Are  other  types  of  shifts  taking  place? 

What  estimates  can  you  make  for  future  funding  needs? 

For  public  works?  % For  public  services?  $ 

For  housing?  S ,  units    Other?  $ 


What  do  you  estimate  are  the  unmet  needs  of  your  community? 

For  public  works?  S For  public  services?  $_ 

For  housing?  S , ^jnits        Other?  S 


Digitized  by  VjOOQ IC 


1228 


4.  OBLIGATED  COBG.  U0A6.  SEC.  108  FUNDS 

Many  cities  are  obligated  to  provide  new  or  substantially  rehabilitated  assisted 
housing  units  as  a  result  of  planned  activities;  urban  renewal  plans,  court 
settlements  or  HUD  directives. (i. e. ,  conditions  and  grant  agreements;  ptrfomtnct 
reviews  and  audits)  and  have  comnitted  COBG,  U0A6  or  Sec.  108  loan  guarantee 
funds  toward  this  effort,  on  the  expectation  of  receiving  assisted  housing  units 
from  HUD.  If  the  form  of  assisted  housing  anticipated  from  HUD  Is  terminated, 
will  you  have  obligations  which  you  cannot  meet,  as  a  result  of: 

a.  replacement  housing  for  relocation  act  requirements     §  of  units 

b.  court  settlements  #  of  units 

c.  HUO  performance  reviews  #  of  units 

d.  HUO  audits  i  of  units 

e.  planned  activities  i  of  units 

f .  urban  renewal  #  of  units 

9-  pending  projects  i  of  units 

h.  others  (please  specify) #  of  units 


What  COBG  funds  have  you  connitted  to  these  efforts  on  the  expectation  of  receiving 
ssisted  housing  funds  from  HUO?  For: 

land  acquisition 

^slte  clearance 


_buy1ng  buildings  for  rehabilitation 

_s1te  Improvements 

j}1ans  and  specification 

_in  anticipation  of  low  interest  bonds  becoming  available  for  Sec.  8 

jDther  (please  specify) 
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5.     VIGNETTE  QUESTIONS 

A.     If  you  Mere  to  take  David  Stockman,  Director  of  OHB  on  a  tour  of  your  city, 
what  two  or  three  projects  would  you  show  him  as  examples  of  successful  and 
necessary  expenditures  of  COBa  funds?    What  positive  Impacts  has  COBG  had 
In  your  community  that  might  convince  Mr.  Stockman  of  the  Importance  of  the  program? 


B.     If  your  local  Congressman  wanted  to  know  what  on-going  or  planned  projects  would 
fall  through  as  a  result  of  cutbacks  In  COBG  what  would  you  te11  him  or  her? 
Can  you  estimate  losses  In  terms  of  Jobs,  revenues,  developments?    Can  you  come 
up  with  other  funding  sources  for  any  of  these  losses? 


C.     Have  any  noteworthy  projects  expecting  a  UOAG  been  denied  or  rejected  from  that 
program  not  on  the  project's  merits,  but  from  lack  of  enough  UOAG  funds?    What 
has  that  loss  meant  to  your  community? 


9'+-931    0-82-29 
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6.     URBAN  DEVELOPMENT  ACTION  GRANTS 

Are  you  a  U0AG-e1ig1ble  conmunlty?     (   )yes;     {  )  no 

Have  you  received  UDAG  funds  in  the  past?     (  )yes;     (  )no    When  was  the  last  time  you        ' 

received  a  grant? .  and  what  has  been  your  total  nuwber  and  amount  of 

grants  received  (¥)  for  a  total  of  $ . 

Please  list  the  projects  and  describe  them  briefly.     Also  indicate  by  "L"  and/or  "G" 
whether  the  UOAG  was  a  grant  and/or  loan. 

Jobs  Created/      $  Leverage  Rtvolving 

Project Purpose Amount Retained Ratio Equity    Loan  Fungs 


Total: 


Have  any  of  your  UOAGs  been  for  housing  productions?     {   )yes;     {   )no.   If  so,  please 
describe  each  project,  and  list  how  many  units  of  housing  and  what  kind  were  produced: 

Project Purpose *  of  Units Rental /Homeowner 


Thank  you  for  your  time.     The  answers  you  have  provided  for  this  survey  will  be 
compiled,  and  a  copy  sent  to  you  for  your  information  and  use.     We  believe  that  this 
information  will  be  very  helpful   to  our  efforts  in  Washington  to  build  support  for 
the  fully  authorized  level  of  funding  for  CDBG  and  UOAG.     Your  help  in  this  effort 
is  extremely  valuable. 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Jones.  Let  me 
just  say  this.  I  do  not  know,  either,  what  it  is  going  to  take  unless 
it  is  the  whole  thing  falling  aroimd  our  ears. 

I  notice  you  said  what  is  it  going  to  take.  I  really  do  not  know.  I 
am  sweating  it  out.  For  instance,  we  are  talking  about  even  assur- 
ing you  a  flow  of  flat  allocation  as  long  as  you  have  some  stability. 
Well,  we  are  about  to  enter  into  the  throes  of  another  battle  which 
will  soon  be  in  the  papers.  It  is  not  right  now  because  we  have  to 
get  the  continuing  resolution  before  the  end  of  this  month. 

So  even  the  Congress  itself  has  not  resolved  that.  Ever  since  the 
last  Congress  we  have  been  operating  on  a  continuing  resolution  on 
appropriations. 

I  wanted  to  thank  you,  though,  and  thank  NAHRO  which  always 
has  come  through.  And  we  will  proceed  with  the  next  panelist  and 
then  we  will  go  into  the  question  and  answer  period.  Mr.  McCau- 
ley? 

STATEMENT  OF  JOHN  A.  McCAULEY,  DEPUTY  COMMISSIONER, 
DEPARTMENT  OF  HOUSING  AND  COMMUNITY  DEVELOPMENT, 
CITY  OF  BALTIMORE,  SPOKESMAN,  COUNCIL  OF  LARGE 
PUBLIC  HOUSING  AUTHORITIES 

Mr.  McCauley.  Good  afternoon,  Mr.  Chairman  and  members  of 
the  committee.  My  name  is  John  McCauley,  and  I  am  deputy  direc- 
tor of  the  Baltimore  Department  of  Housing  and  Community  De- 
velopment. 

I  am  here  today  as  a  spokesman  for  the  Council  of  Large  Public 
Housing  Authorities.  The  council  was  formed  last  year  as  a  re- 
sponse to  the  unprecedented  crisis  that  faced  public  housing  au- 
thorities as  a  result  of  HUD's  refusal  to  ask  the  Congress  for  ade- 
quate funding  for  public  housing  operating  subsidies.  I  am  here 
today  to  tell  you  that  the  situation  this  year  is  much  worse  than  it 
was  last  year,  and  the  outlook  for  the  future  is  exceedingly  grim. 

It  is  no  longer  an  exaggeration  to  say  that  if  the  administration 
succeeds  in  its  current  proposals,  within  a  few  years  there  will  no 
longer  be  any  public  housing  in  this  country  that  can  provide  shel- 
ter for  low-income  people. 

The  Department  of  Housing  and  Urban  Development  appears  to 
be  engaged  in  a  war  on  public  housing  with  the  Objective  of  termi- 
nating the  Federal  commitment  to  tlus  program  as  soon  as  it  can 
do  so.  Behind  a  smokescreen  of  rhetoric  about  the  new  federalism, 
HUD  proposes  to  turn  public  housing  over  to  the  local  level  or  to 
the  private  sector,  well  aware  of  the  fact  that  without  Federal  sub- 
sidies, neither  can  afford  to  continue  this  program  unless  they 
simply  evict  low-income  tenants  from  the  units. 

I  come  before  your  committee.  Representative  Gonazalez,  well 
aware  that  you  and  the  committee  members  have  always  shown  a 
strong  commitment  to  keeping  public  housing  as  a  program  for  the 
poor,  to  providing  the  needed  operating  subsidies  for  this  housing 
and  to  authorizing  much  needed  modernization  fimds  to  maintain 
the  quality  of  public  housing.  The  council  thanks  you  for  this  com- 
mitment. Your  thorough  understanding  and  familiarity  with  this 
program  has  made  you  a  guardian  for  the  poor  and  the  unfortu- 
nate of  this  country. 
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I  would  like  to  begin  my  remarks  with  some  comments  regarding 
your  committee's  proposed,  "Housing  Act  of  1982— A  Positive  Pro- 
gram." 

One,  operating  subsidies.  As  you  are  well  aware,  there  are  over 
1.2  million  public  housing  units  in  the  Nation  providing  shelter  for 
over  3.5  million  lower  income  Americans.  The  value  of  these  units 
is  presentiy  estimated  at  over  $70  billion.  Without  adequate  funds 
for  operations,  maintenance  and  security,  deterioration  of  these 
units  will  result  in  many  units  being  lost  permanently  due  to  di- 
lapidation, crime  and  vandalism. 

The  Federal  operating  subsidy  provides  the  fimds  that  public 
housing  authorities  need  to  carry  out  these  important  functions 
and  stUl  be  able  to  charge  affordable  rents  to  low-income  house- 
holds. We  support  the  committee's  authorization,  $1.6  billion  for 
public  housing  operating  subsidies  in  fiscal  year  1983. 

This  represents  approximately  11.4  percent  increase  over  the 
council's  estimate  of  what  is  needed  in  fiscal  year  82,  $1.4  billion. 
In  normal  times,  this  would  appear  to  be  adequate  to  fldly  fund  the 

fmblic  housing  performance  mnding  system  at  100  percent  of  the 
evel  the  council  estimates  is  needed  for  fiscal  year  1983. 

However,  Mr.  Chairman,  these  are  not  normal  times.  A  variety 
of  proposals  are  being  made  by  the  administration  that  are  ffoing 
to  reduce  the  income  of  poor  people  in  general  and  of  public  hous- 
ing tenants  in  particular,  which  could  result  in  a  need  for  operat- 
ing subsidies  greater  than  those  currently  projected.  Although  we 
do  not  know  the  full  consequences  of  these  proposals  at  the  present 
time,  we  know  that  your  committee  will  be  sensitive  to  this  situa- 
tion as  ftirther  information  becomes  available. 

Two,  the  council  supports  your  renewal  of  a  $2  billion  authoriza- 
tion for  modernizing  public  housing  and  your  requirement  that  the 
Secretary  of  the  Department  of  Housing  and  Urban  Development 
shall  enter  into  contracts  aggravating  at  least  $86  million  auring 
the  fiscal  year.  The  modernization  program  is  essential  for  continu- 
ingthe  livability  of  the  public  housmg  stock. 

We  hope  that  the  appropriation  level  will  exceed  the  minimum 
that  you  had  mandated.  The  administration  has  requested  $90  mil- 
lion. I  also  have  some  comments  to  make  regarding  the  council's 
proposals  for  using  modernization  funds  as  part  of  the  public  hous- 
mg energy  conservation  program.  And  I  will  return  to  this  subject 
later  in  my  remarks. 

Three,  the  public  housing  development.  The  council  also  com- 
mends the  conmiittee  for  authorizing  additional  public  housing  de* 
velopment  money  that  would  result  in  approximately  20,000  units 
of  public  housing.  The  Reagan  administration  has  recently  pro- 
posed rescissions  in  $9.4  billion,  most  of  it  for  the  development  of 
low-income  housing. 

At  the  same  time,  the  President  is  reportedlv  now  considering  $1 
billion  in  aid  for  mortgage  assistance  for  middle-income  families,  in 
order  to  stimulate  the  construction  industry. 

Mr.  Chairman,  authorizing  additional  modernization  and  devel- 
opment for  public  housing  will  both  provide  a  boost  for  the  con- 
struction industry  and  at  the  same  time,  direct  the  Federal  Govern- 
ment's resources  towards  those  who  are  most  in  need,  for  use  of  de> 
velopment  funds  for  operating  subsidy. 
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Four,  use  of  development  funds  for  operating  subsidy.  Mr.  Chair- 
inan,  we  understand  why  this  committee  has  included  m  this  year's 
bill  a  provision  for  authorizing  public  housing  authority  for  using 
part  or  all  of  its  development  funds  for  operating  subsidy  in  the 
current  year. 

There  are  some  large,  severely  distressed  PHA's  who  desperately 
need  additional  funding  if  they  are  to  survive.  It  makes  little  sense 
for  these  PHA's  to  develop  new  units  when  they  cannot  operate  the 
units  they  already  have.  We  are  concerned,  however,  that  in  the 
current  administration,  HUD,  will  seize  upon  this  provision  as  a 
way  of  opening  the  door  of  a  varietv  of  manipulations  that  could 
eventually  result  in  PHA's  getting  less,  not  more  funds  for  their 
operations. 

HUD  may  find  ways  to  force  all  PHA's  to  give  up  all  develop- 
ment funds  for  this  purpose,  either  directly  or  indirectly,  even  m 
areas  where  new  units  are  greatly  needed. 

In  addition,  HUD  could  use  this  provision  to  avoid  asking  Con- 
gress for  the  level  of  operating  subsidies  that  are  actually  needed. 

The  council  would  therefore,  like  to  request  the  conumttee,  if  it 
does  authorize  such  transfers,  to  limit  and  personally  the  total 
amount  that  can  be  transferred  in  this  manner.  The  council  prefers 
allowing  PHA's  the  choice  of  using  development  funds  for  the  mod- 
ernization program  and  would  furthermore,  like  to  limit  HUD's 
abilily  to  require  PHA's  to  return  a  portion  of  previously  allocated 
development  money  to  HUD  as  a  condition  for  this  transfer. 

Five,  rulemaking  to  cover  the  shortfall.  My  final  conunent  with 
respect  to  the  proposed  Housing  Act  of  1982,  relates  to  the  provi- 
sion that  when  tiiere  is  a  deficiency  in  the  amount  avcdlable  to 
HUD  for  operating  subsidy,  the  method  of  allocating  the  shortfall 
shall  be  considered  to  be  a  rulemaking  activity  of  the  Secretary, 
which  rulemaking  activity  must  come  under  the  Administrative 
Procedures  Act. 

We  have  met  with  the  conmiittee's  staff  in  the  past  on  this  issue 
and  we  share  with  them  our  conunon  frustration  of  HUD's  inordi- 
nate delays  and  arbitrary  methods  for  developing  procedures  for  al- 
locating the  shortfall  in  current  fiscal  year  1982  funds. 

HUD  has  not  put  any  of  this  money  into  the  hands  of  PHA's  to 
date,  and  it  is  eSao  trying  to  force  PHA's  to  sign  off  on  their  final 
payment  for  fiscal  year  1981,  by  giving  up  their  claims  to  utility 
adjustments  that  would  normally  be  paid  out  of  fiscal  year  1982 
money. 

The  reason  HUD  is  going  for  this  illegal  requirement,  is  that 
when  there  is  a  shortfall,  HtJD  claims  to  have  unlimited  discretion 
to  change  all  of  the  operating  subsidy  allocations  procedures,  re- 
gardless of  the  regulations. 

Clearly,  HUD  cannot  be  allowed  to  continue  to  flout  its  own  reg- 
ulations in  this  manner.  The  council  would  like  to  work  with  your 
staff  to  further  refine  the  language  of  this  provision.  For  example, 
we  would  like  to  reconmiend  that  HUD  be  required  to  publish  in 
the  Federal  Register  each  fall,  the  calculations  of  operating  subsidy 
needs  which  are  produced  by  the  PFS  model  unacUusted  by  politiccd 
considerations. 

We  also,  reconmiend  that  HUD  be  required  to  submit  to  Con- 
gress, within  a  reasonable  time,  £dter  the  President's  budget  mes- 


Digitized  by  VjOOQ IC 


1234 

sage,  an  update  of  these  calculations  based  upon  the  most  recently 
available  information. 

The  language  of  the  statute  should  contain  an  acknowledgement 
of  the  fact  that  the  original  estimation  of  operating  subsidy  needs 
under  the  PFS  system,  occurs  long  before  the  actual  expenditures 
occur  and  that  these  early  estimates  are  expected  by  Congress  to  be 
revised,  when  more  recent  information  becomes  available.  And 
that  Congress  expects  that  there  will  be  an  interactive  process  be- 
tween HUD  and  the  Congress  in  order  to  make  these  acUustments 
on  a  timely  basis. 

Mr.  Chairman,  I  would  now  like  to  proceed  to  several  other  mat- 
ters that  the  council  would  like  to  bring  to  your  attention. 

The  first  is  a  deep  distrust  being  felt  by  PHA's  as  a  result  of 
HUD's  current  policies  and  actions.  During  1981,  the  Department's 
attack  took  the  form  primarily  of  not  requesting  adequate  funds 
for  the  performance  funding  system.  This  year,  however,  HUD'S 
campaign  is  more  active  and  aggressive  and  will  ultimately  be 
more  devastating. 

In  1982,  the  administration  is  using  every  method  at  its  disposal 
to  frustrate  the  effective  administration  of  the  public  housing  pro- 
gram. And  it  is  becoming  clear,  that  HUD  is  taking  these  actions 
in  order  to  make  the  administration  of  housing  by  PHA's  impoori- 
ble,  so  that  HUD's  policies  will  become  self-fulnlling  prophecies 
and  there  will  be  no  alternative  but  for  PHA's  to  close  down  and 
turn  the  units  over  to  the  private  sector. 

If  HUD's  current  efforts  are  allowed  to  continue,  in  their  present 
form,  I  seriously  believe  that  many  public  housing  authorities  will 
be  unable  to  operate  bv  the  end  of  1983  and  there  will  be  little  left 
to  revive,  even  if  HUD  s  policies  change  at  some  future  date. 

Some  of  the  topics  that  HUD  is  using  against  PHA's  and  tenants 
include  the  following: 

First,  long  delays  in  issuing  already  appropriated  operating  sub- 
sidies. Although  Congress  has  provided  $1,152  billion  in  operating 
subsidies  for  fiscal  year  1982,  no  PHA's  have  yet  received  any  (rf 
this  money  in  hand.  The  PHA's  which  began  tiieir  fiscal  years  in 
January  1,  a  group  which  includes  most  of  the  largest  PIiA's  and 
which  ultimately  receives  an  average  of  40  percent  of  the  operating 
subsidy  e£u:h  year,  are  now  into  their  third  month  of  operations  for 
the  year  without  an  approved  budget  from  HUD. 

Much  worse,  when  these  budgets  are  approved  by  HUD,  they  will 
be  approved  at  a  level  of  only  75  percent  of  the  acknowledged  need 
during  the  fiscal  year  1981,  not  including  utility  adjustments.  Hub 
represents  approximately  60  percent  of  what  these  PHA's  need  in 
fiscal  year  1982. 

HUD  claims  that  this  level  of  allocation  is  necess£ury,  while  it 
delays  the  allocation  of  the  rest  of  the  money. 

Mr.  Chairman,  this  is  a  disastrous  situation  for  these  authoritieB. 

Second,  the  manipulation  of  operating  subsidy  needs.  OMB  b^gan 
this  fiscal  year  by  deducting  5  percent  of  the  fimds  appropriated  Iqr 
Congress  whereas  no  cut  was  required.  Since  then,  HUlrs  manipu- 
lations have  become  increasingly  ridiculous  as  the  Department  at- 
tempts to  prove  that  there  is  no  shortfall  in  the  operating  subiridies 
in  the  fiscal  year  1982. 
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Calculations  developed  by  the  Council  of  Large  Public  Housing 
Authorities,  indicate  that  there  is  indeed  a  shortfall  this  year  in 
the  amount  of  approximately  $250  million,  representing  the  differ- 
ence between  the  $1,152  billion  currently  available  and  the  coun- 
cil's estimate  of  the  need,  which  is  $1,401  billion  dollars. 

Last  fall,  HUD's  estimate  of  the  need  was  $1.37  billion.  The  coun- 
cil's estimate  differs  from  this  estimate  only  in  that  we  estimate 
that  $13  million  less  in  revenues  will  be  received  by  PHA's  due  to 
the  increase  in  rent  income  ratios  this  year. 

The  regulations  have  not  yet  been  issued  by  HUD.  And  that  $17 
million  more  will  be  needed  for  an  insurance  fund. 

Since  last  fall,  however,  HUD  has  come  up  with  an  additional 
$218  million  in  cuts,  in  the  operating  subsidy  by  torturing  the  PFS 
calculations  so  that  HUD's  official  estimate  of  operating  subsidy 
needs,  for  fiscal  year  1982,  is  now  $1,152  billion,  exactly  the 
amount  already  approved  bv  the  Appropriations  Committee. 

HUD  therefore,  claims  there  is  no  shortfall.  Mr.  Chairman,  we 
ask  you  to  join  with  us  in  trying  to  prevent  HUD  from  making  a 
mockery  of  the  performance  funding  system  in  this  way.  HUD  is 
taking  some  elaborate  and  fairly  sophisticated  calculations  generat- 
ed by  a  computer  model,  which  was  developed  on  the  basis  of  ex- 
tensive research  and  revisions  over  the  years,  and  then  chopping 
down  the  outputs  to  fit  the  procrustean  bed  of  its  own  politically 
determined  budget  estimates. 

It  is  obviously  an  exercise  in  futility  for  HUD  to  carry  out  an  in- 
ternal evaluation  of  the  performance  funding  system  if  HUD  is 
going  to  totally  distort  the  output  of  the  PFS  in  this  way. 

The  excuses  that  HUD  has  come  up  with  to  eliminate  the  short- 
fall this  year  include  the  following: 

First,  reducing  utility  consumption  by  10  percent  at  a  value  of 
$103.6  million;  mandatory  payback  in  energy  costs  due  to  modern- 
ization, at  a  value  of  $40  million;  unspecified  State  and  local  contri- 
butions, at  a  value  of  $41.6  million;  unspecified  cost  reductions  due 
to  deregulation,  at  $20  million;  and  an  arbitrary  reduction  in  the 
nonutility  inflation  rate,  at  a  value  of  $12.8,  totalling,  $218. 

Mr.  Chairman,  the  council  believes  that  these  reductions  are  a 
figment  of  HUD's  imagination,  and  have  no  basis  in  reality.  We 
are  not  aware  of  any  information  that  HUD  has  that  can  justify 
these  calculations. 

We  are  convinced  that  the  procedures  that  HUD  is  proposing  to 
mandate  the  reduction  in  utility  consumption  figures  are  irrespon- 
sible. We  know  of  no  way  that  $40  million  in  additional  State  and 
local  funds,  for  example  are  going  to  made  available  to  public  hous- 
ing. 

Third,  dela3dng  actions  and  actions  contrary  to  regulations.  In 
addition  to  delays  in  allocating  the  money  and  requesting  too  little, 
HUD  is  taking  further  actions  that  obstruct  the  effective  adminis- 
tration of  the  Public  Housing  Program: 

A.  The  Department  has  announced  its  intentions  not  to  pay  util- 
ity adjustments  out  of  fiscal  year  1982  appropriations.  This  would 
hold  back  as  much  as  $65  million  in  funds  that  PHA's  would  other- 
wise legitimately  be  entitled  to. 

B.  HUD  is  requiring,  under  duress,  all  PHA's  to  agree  to  relin- 
quish these  funds  as  a  condition  to  receiving  their  final  cdlocation 
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for  fiscal  year  1981  funds.  We  have  advised  PHA's  to  sign  off  on 
this  condition  without  giving  up  their  rights  to  take  future  legal 
action  against  the  Depcutment. 

C.  The  Department  is  issuing  new  requirements  that  HUD  re- 
gional offices  calculate  private  market  energy  consumption  rates  in 
an  effort  to  cut  public  housing  energy  consumption  allowances,  al* 
tiiiough,  in  most  cases,  private  market  housing  is  not  comparable  to 
public  housing  in  its  physical  condition  and  other  characteristicB. 

The  failure  of  HUD  to  adequately  provide  modernization  funds  is 
not  considered  in  these  calculations. 

D.  The  Department  has  still  been  unable  to  devise  a  method  for 
allocating  the  fiscal  year  1982  shortfall. 

E.  The  Department  has  announced  its  intention  to  review  the 
fiscal  year  1982  budgets  of  the  50  largest  PHA's  in  the  central 
office,  thereby,  further  seriously  contributing  to  additional  delays. 
Tlie  Department  has  hinted  that  it  is  developing  additional  cost 
stcmdards  for  such  PHA's,  although  these  would  be  contrary  to  the 
standards  already  in  place  under  the  performance  funding  system. 

The  HUD  central  office  repeatedly  complains  of  local  PHA  waste 
and  mismanagement.  It  is  time  for  HUD  to  start  getting  its  own 
house  in  order.  Local  PHA's  cannot  manage  public  housing  when 
HUD  withholds  available,  and  will  not  tell  them  how  much  th^ 
can  expect  to  receive  during  the  year,  or  when  HUD  carries  out  a 
program  of  systematic  harrassment  of  PHA's,  through  a  variety  of 
administrative  obstacles  and  delays. 

Fourth,  HUD's  intents  to  ''privatize"  public  housing.  At  the  same 
time  that  HUD  is  contributing  to  the  destruction  of  PHA's  it  is 
pressing  ahead  with  its  misguided  policies  of  privatizing  public 
housing  and  turning  it  over  to  local  government,  or  to  the  private 
sector. 

HUD  is  now  conducting  field  studies  intended  to  lay  the  basis  for 
marketing  public  housing  to  the  private  sector.  In  addition,  local 
management  oversight  and  review  committees,  so  called,  MORCs, 
are  being  establish^  with  the  aim  of  transferring  responsibility  for 
public  housing  back  to  the  local  level. 

The  following  is  a  quote  from  a  HUD  memo  concemmg  the 
MORC  program,  and  I  quote:  "Under  mayoral  leadership,  the 
MORC's,  with  local  private  sector  participation,  will  be  workhig  to 
a  local  independence  in  the  provision  of  public  housing." 

Mr.  Chairman,  the  Council  of  Large  Public  Housing  Authorities, 
believes  that  the  continuing  Federal  operating  subsidies,  and  other 
assistance,  will  always  be  required  in  the  future,  in  order  to  enable 
public  housing  to  house  low-income  people.  There  is  no  other  way. 
Neither  localities  nor  the  private  sector  have  or  are  willing  to  aUo- 
cate  the  kinds  of  resources  that  are  needed  to  sustain  these  activi* 
ties. 

We  ask  that  your  committee  continue  to  support  the  Federal 
presence  in  the  public  housing  field  and  to  keep  HUD  from  carry- 
ing out  its  present  misguided  policies. 

I  would  like  now  to  turn  to  some  specific  positive  proposals  of  our 
own,  which  the  Council  of  Large  Public  Housing  Authorities  would 
like  to  make  for  improving  the  administration  of  the  public  hous- 
ing program. 
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First,  a  recommended  program  for  energy  conservation  in  public 
housing.  Mr.  Chairman,  in  contrast  to  the  administrative  manipu- 
lations which  HUD  is  now  trying  to  carry  out,  contrary  to  its  own 
regulations,  we  have  a  positive  program  for  energy  conservation,  in 
public  housing.  It  is  comprehensive,  it  can  work. 

Our  program  includes  the  following  components: 

First,  maintaining  the  energy  conservation  incentives  now  built 
into  the  performance  fimding  system; 

Second,  providing  adequate  modernization  funds  for  energy  con- 
servation; 

Third,  adopting  a  fair  procedure  for  calculating  the  utility  con- 
sumption base; 

Fourth,  allowing  PHA's  to  establish  energy  conservation  reserve 
funds  to  draw  upon  to  make  conservation  related  capital  improve- 
ments and  leverage  private  funding  for  such  improvements; 

Fifth,  greater  HUD  involvement  in  assessing  its  own  data,  identi- 
fying PHA's  with  high  average  consumption,  targeting  these  PHA's 
for  energy  audits  and  a  foUowup  to  determine  what  physical  and 
management  steps  need  to  be  done  to  correct  these  situations,  and 
what  resources  are  needed; 

Finally,  a  more  significant  program  of  HUD  research  into  ways 
that  the  PHA's  can  reduce  energy  costs,  including  publication  and 
distribution  of  this  information,  and  foUowup  with  technical  assist- 
ance. 

Second,  recommendations  for  improving  the  performance  fund- 
ing system. 

The  council  has  also  developed  a  set  of  recommendations  for  im- 
proving the  performance  funding  system.  The  following  draft  rec- 
ommendations were  developed  at  the  council's  meeting  in  Boston 
in  January.  They  are  currently  being  reviewed  by  council  mem- 
bers. I  anticipate  few  substanticd  changes. 

First,  improved  management  incentives; 

Second,  PFS  ac^justments  including  annual  inflation  adjustments; 

Third,  energy  related  improvements  to  PFS; 

Fourth,  an  appecds  process; 

Fifth,  consideration  of  distinctions  among  categories  of  PHA's; 

Sixth,  simplification  of  PFS  work  sheets;  and 

Seventh,  relationship  of  modernization  and  development  funds  to 
the  operating  subsidy. 

The  council's  priorities  within  these  suggested  changes  are  one 
and  two. 

In  conclusion,  let  me  say,  Mr.  Chairman,  and  members  of  the 
committee,  thank  you,  for  your  attention.  In  closing,  I  would  Like  to 
quote  from  the  findings  of  a  recent  report  prepared  by  the  surveys 
and  investigations  team  of  your  colleagues  on  the  House  Appropri- 
ations Committee.  The  report  concludes  with  the  following  para- 
graph: 

Public  housing  is  a  program  for  the  needy.  Unfortunately,  many  PHA's  are  con- 
fronted with  tenants  subject  to  severe  poverty,  unemployment,  vandalism,  and 
crime.  These  factors  make  the  administration  of  the  program  difficult  and  the  oper- 
ation very  costly.  The  investigative  staff  believes  that  the  objective  and  character  of 
the  program  must  constantly  be  kept  in  focus.  Public  housing  accounts  for  1.5  per- 
cent of  the  81  million  units  in  America,  but  furnishes  whieit  the  private  sector 
cannot — decent  housing  for  over  3  million  needy  people. 
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We  want  to  work  with  you  and  your  committee  to  insure  that 
public  housing  can  continue  to  play  this  role  in  the  future. 

Mr.  Chairman,  thank  you,  very  much. 

[Mr.  McCauley's  prepared  statement,  on  behalf  of  the  Council  of 
Large  Public  Housing  Authorities,  follows:] 
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Prepared  Statement  of  John  A.  McCauley,  Baltimore  Department  of  Housing 
AND  Community  Development 

A.   INTRODUCTION 


Good  afternoon  Mr.  Chairman  and  members  of  the  Committee.   My  name 

is  John  A.  McCauIey  and  I  am  Deputy  Director  of  the  Baltimore  Department 

of  Housing  and  Community  Development.   I  am  here  today  as  a  spokesman 

for  the  Council  of  Large  Public  Housing  Authorities.   The  Council  was 

formed  last  year  as  a  response  to  the  unprecedented  crisis  that  faced 

Public  Housing  Authorities  as  a  result  of  HUD's  refusal  to  ask  the  Congress 

for  adequate  funding  for  public  housing  operating  subsidies.   I  am  here 

today  to  tell  you  that  the  situation  this  year  is  much  worse  than  it  was 

last  year,   and  the  outlook  for  the  future  is  exceedingly  grim.   It  is 

no  longer  an  exaggeration  to  say  that  if  the  Adminia tration  succeeds  in 

its  current  proposals,  within  a  few  years  there  will  no  longer  be  any 

public  housing  in  this  country  that  can  provide  shelter  for  low-income 

people.   The  Department  of  Housing  and  Urban  Development  appears  to  be 

engaged  in  a  war  on  public  housing,  with  the  objective  of  terminating 

the  federal  commitment  to  this  program  as  soon  as  it  can  do  so.   Behind 

a  smokescreen  of  rhetoric  about  "the  new  federalism,"  HUD  proposes  to 

turn  public  housing  over  to  the  local  level  or  to  the  private  sector, 

without  federal  subsidies 
well  aware  of  the  fact  that/neither  can  afford  to  continue  this  program 

unless  they  simply  evict  ^w  income  tenants  from 
the  units. 

I  come  before  your  Committee,  Rep.  Gonzalez,  well  aware  that  you 
and  the  Committee  members  have  always  sho%m  a  strong  commitment  to  keep- 
ing public  housing  as  a  program  for  the  poor,   to  providing  the  needed 
operating  subsidies  for  this  housing,   and  to  authorizing  much-needed 
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modernisation  funds  to  maintain  the  quality  o£  public  housing.  The 
Council  thanks  you  for  this  commitment.   Your  thorough  understanding 
and  familiarity  with  this  program  has  made  you  a  guardian  for  the 
poor  and  the  unfortunate  of  this  country. 

I  would  like  to  begin  my  remarks  with  some  comments  regarding 
your  Committee's  proposed  "Housing  Act  of  1982  —  A  Positive  Program.' 
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B.  COMMENTS  ON  SUB-CQUHTTEE '  S  PROPOSED  HOPS  IMG  ACT  OF  1982. 

Mr.  Chairman  and  aenbers  of  Che  Conatictee,   the  Council  o£  Large 
Public  Housing  Authorities  is  deeply  gratified  by  your  Coaiittee's 

continued  connitaent  to  adequate  funding  for  the  nation's  public 

f 
housing  program. 

1.  Operating  subsidies.  As  you  are  well  aware,  there  are  over 
1.2  million  public  housing  units  in  the  nation  providing  shelter  for 
over  3.3  million  lov«r*i[)coiae  Asiericans.   The  value  of  these  units 
is  currently  estimted  at  over  $70  billion.  Without  adequate  funds 
for  operations,  maintenance  and  security,  deterionation  in  these 
units  will  result  in  many  units  being  lost  permanently  due  to  dilapida- 
tion, crime  and  vandalism.   The  federal  operating  subsidy  provides  the 
funds  that  Public  Housing  Authorities  (PHAs)  need  to  carry  out  these 
important  functions  and  still  be  able  to  charge  affordable  rents  to 
low  income  households. 

We  support  the  Coimnittee's  authorization  of  $1.6  billion  for 

public  housing  operating  subsidies  in  FY83.   This  represents  approximately 

over 
an  11. 4Z  increase  /  the  Council's  estimate  of  what  is  needed  in  FT82, 

$1,401  billion.  ' 

In  normal  times,   this  would  appear  to  be  adequate  to  fully  fund 
the  public  housing  Performance  Funding  System  at  lOOZ  of  the  level  the 
Council  estimates  is  needed  for  FY83. 

However,  Mr.  Chairman,   these  are  not  normal  times.  A  variety  of 
proposals  are  being  made  by  the  Administration  that  are  going  to  reduce 
the  income  of  poor  people  in  general  and  of  public  housing  tenants  in 
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particular,  which  could  result  in  a  need  £or  operating  subsidies  grcAtcr 
than  those  currently  projected.  Although  we  do  not  know  the  full  con- 
sequences o£  these  proposals  at  the  present  time,  we  know  that  your 
Committee  will  be  sensitive  to  this  situation  as  further  inforaation 
becomes  available. 

2.  Modernization  funds.   The  Council  supports  your  renewal  of 
a  $2  billion  authorisation  for  modernizing  public  housing,  and  your 
requirement  that  the  Secretary  of  the  Department  of  Housing  and  Urban 
Development  shall  enter  into  contracts  aggregating  at  least  $85  million 
during  the  Fiscal  Year.  The  modernization  program  is  essential  for 
continuing  the  livability  of  the  public  housing  stock. 

We  hope  that  the  Appropriations  level  will  exceed  the  minisnas 
you  have  mandated.    The  Administration  has  requested  $90  million. 

I  also  have  some  comments  to  make  regarding  the  Council's  proposals 
for  using  modernization  funds  as  part  of  a  public  housing  energy  con- 
servation program,   and  I  will  return  to  this  subject  later  in  my 
remarks . 

3.  Public  housing  development.   The  Council  also  commends  the 
Committee  for  authorizing  additional  public  housing  development  anacy 
that  would  result  in  approximately  20,000  units  of  public  housing. 

The  Reagan  Administration  has  recently  proposed  rescissions  in 
$9.4  billion,  most  of  it  for  the  development  of  lo«#-income  housing. 
At  the  same  tisie,  the  President  is  reportedly  now  considering  $1  billion 
in  aid  for  mortgage  assistance  for  middle-income  families,  in  order 
to  stimulate  the  construction  industry.    Mr,  Chairman,  authorising 
additional  modernization  and  development  funds  for  public  housing  will- 
both  provide  a  boost  for  the  construction  industry,   and  at  the  same 
time  direct  the  federal  government's  resources  toward  those  who  are 
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most  in  need. 

4.  Use  of  developwent  fxmds  for  operating  subsidy.   Mr.  Chairman, 
we  understand  why  this  CooBittee  has  included  in  this  year's  bill  a 
provision  for  authorizing  a  PHA  to  use  part  or  all  of  its  development 
funds  for  operating  subsidy  in  the  current  year.   There  are  some  large, 
severely  distressed  PHAs  that  desperately  need  additional  funding  if 
they  are  to  survive.   It  makes  little  sense  for  these  PHAs  to  develop 
new  units  %rhen  they  cannot  operate  the  units  they  already  have. 

We  are  concerned,  however,   that  in  the  current  Administration  HUD 

%n.ll  seize  upon  this  provision  as  a  %ray  of  opening  the  door  to  a  variety 

of  manipulations  that  could  eventually  result  in  PHAs  getting  less,  not 

more,  funds  for  their  operations.    HUD  may  find  ways  to 

force  all  PHAs  to  give  up  all  development  funds  for  this  purpose, 

either  directly  or  indirectly,  even  in  areas  where  new  units  are 

greatly  needed.   In  addition,   HUD  could  use  this  provision  to  avoid 

Congress 
asking/ for  the  level  of  operating  subsidies  that  are  actually  needed. 

The  Council  would  therefore  like  to  request  the  Committee,  if  it  does 
authorize  such  transfers,  to  limit  and  closely  monitor  the  total 
amount  that  can  be  transferred  in  this  manner. 

The  Council  prefers  allowing  PHAs  the  choice  of  using  development 
funds  for  the  modernization  program,   and  %rould  furthermore  like  to 
limit  HUD's  ability  to  require  PHAs  to  return  a  portion  of  previously 
allocated  development  money  to  HUD  as  a  condition  of  this  transfer. 

5.  RuIyTiaking  to  coyer  the  ^hor^-fal  I .    My  final  comment  with 
respect  to  the  proposed  Housing  Act  of  1982  relates  to  the 
provision  that  when  there  is  a  deficiency  in  the  amount  available  to 
HUD  for  operating  subsidy,   the  method  of  allocating  the  short-fall 
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shall  be  considered  to  be  a  ruleinaking  activity  of  the  Secretary, 

which  rulc-«aking  activity  must  come  under  the  Administrative  Pro* 

cedures  Act. 

We  have  met  with  the  Committee's  staff  in  the  past  on  this  issue 

and  have  shared  with  them  our  comoion  frustration  at  HUD*s  inordinate 

delays  and  arbitrary  methods  for  developing  procedures  for  allocating 

the  8hort-*fall  in  current  FY82  funds.   HUD  has  not  put  any  of  this 

money  into  the  hands  of  PUAs  to  date,  and  is  also  trying  to  force 

PHAs  to  sign  off  on  their  final  payment  for  FY81  by  giving  up  their 

claims  to  utility  adjustments  that  would  normally  be  paid  out  of  FT82 

money.  The  reason  HUD  is  giving  for  this  illegal  requirement  is  that 

claims  to  have 
when  there  is  a  short-fall,  HUD  /  •  unlimited  discretion  to  change 

all  of  the  operating  subsidy  allocation  procedures,  regardless  of  the 

regulations.   Clearly,  HUD  cannot  be  allowed  to  continue  to  flout 

its  own  regulations  in  this  manner. 

The  Council  would  like  to  work  with  your  staff  to  further  refine 
the  language  of  this  provision.   For  example,  we  would  like  to  recommen 
that  HUD  be  required  to  publish  in  the  Federal  Register  each  Fall 
the  calculations  of  operating  subsidy  needs  which  are  produced  by 
the  PFS  model,  unadjusted  by  political  considerations.  We  also 
recoenend  that  HUD  be  required  to  submit  to  Congress,  within  a  reason- 
able time  after  the  President's  Budget  Message,  an  up-^ate  of  these 
calculations  based  upon  the  most  recently  available  information. 

The  language  of  the  statute  should  contain  an  acknowledgement 
of  the  facts  that  the  original  estimation  of  operating  subsidy  needs 
under  the  PFS  system  occurs  long  before  the  actual  expenditures  occur; 
that  these  early  estimates  are  expected  by  Congress  to  be  revised 
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vhen  more  recent  information  becomes  available;   and  that  Congress 
expects  there  will  be  an  inter-active  process  between  HUD  and  the 
Congress  in  order  to  make  these  adjustments  on  a  timely  basis. 


Mr.  Chairman,   I  would  now  like  to  proceed  to  several  other  matters 
that  the  Council  would  like  to  bring  to  your  attention. 

The  first  is  the  deep  distress  being  £elt  by  PHAs  as  the  result 
of  hud's  current  policies  and  actions. 


gu-gai  0-82-30 
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C.   HUD *S  WAR  ON  PUBLIC  HOUSING;   REVIEW  OF  CURRENT  PROBLEMS  BEING 
FACED  BY  PUBLIC  HOUSING  AUTHORITIES. 

Mr.  Chairman  and  members  of  the  Committee,  I  would  like  to  review 
with  you  some  of  the  current  actions  being  taken  by  HUD  that  are  so 
serious  that  they  can  only  be  called  a  war  on  public  housing.   I  and 
other  members  of  the  Council  are  deeply  outraged  at  this  all'out 
attack  on  the  public  housing  system. 

During  1981,  the  Department's  attack  took  the  fohn  primarily  o£ 
not  requesting  adequate  funds  for  the  Performance  Funding  System. 

This  year,  however,  HUD's  campaign  is  more  active  and  aggressive 
and  will  ultimately  be  more  devastating. 

In  1982,  the  Administration  is  using  every  method  at  its  disposal 
to  frustrate  the  effective  administration  of  the  public  housing  program. 
It  is  becoming  clear  that  HUD  is  taking  these  actions  in  order  to 
make  the  administration  of  public  housing  by  PHAs  impossible,   so  that 
HUD's  policies  will  become  self-fulfilling  prophecies  and  there  will 
be  no  alternative  but  for  PHAs  to  close  down  and  turn  the  units  over 
to  the  private  sector.    If  HUD's  current  efforts  are  allowed  to  con- 
tinue in  their  present  form,   I  seriously  believe  that  public  housing 
will  be  destroyed  by  the  end  of  1983,   and  that  there  will  be  little 
jeft  to  revive  even  if  HUD's  policies  change  at  some  future  date. 

Some  of  the  tactics  which  HUD  is  using  against  Public  Housing 
Authorities  and  tenants  include  the  following. 

Ir     Long  delays  '.n  issuing  already  appropriated  operating  subsidies. 
Although  Congress  has  provided  $1,152  billion  in  operating  subsidies 
for  FY82,  no  PHAs  have  yet  received  any  of  this  money  in  hand.  The 
PHAs  which  begin  their  Fiscal  Years  on  January  1 ,   a  group  which  includes 
most  of  the  largest  PHAs  and  which  ultimately  receives  an  average  of 
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forty  per  cent  of  tke  operatijis  si&sidy  each  year,  «re  aow  into  their 

third  Boath  of  operations  for  the  year  without  an  approved  budget  fro« 
HUD.   Huch  worse,  when  these  bodgets  mr^   approved  by  HUD,   they  irill 
be  approved  at  a  level  of  ocdy  75Z  of  the  acknowledged  need  during  FY81, 
not  including  utility  adjustaents.   Ibis  reprgaeat»  aypr^Miawtclj-  6^ 
of  what  these  PHAs  need  in  FY82.   HDD  claias  this  level  of  allocation 
is  necessary  while  it  delays  the  allocation  of  the  rest  of  the  noney. 
Mr.  Chairman,   this  is  a  disastrous  situation  for  these  AutJurities. 

2.   Hnupwlati-QQ  of  iyptrtzi&j   jubaidy  qe<^-   OHB  began  this 
Fiscal  Year  by  deducting  3Z  of  the  funds  appropriated  by  Congress, 
whereas  only  4Z  was  required.   Since  then,   HUD's  nanipulations  have 
become  iacreasinglv  ridiculous  as  the  Department  attempts  to  prove 
that  there  is  no  short-fall  in  operating  subsidies  in  FY82. 

Calculations  developed  by  the  Council  of  Large  Public  Housing 
Authorities  indicate  that  there  is  indeed  a  short-fall  this  year,  in 
the  amount  of  approximately  $230  million,   representing  the  difference 
between  the  $1,132  billion  currently  available  and  the  Council's  estimate 
of  the  need,  which  is  $1,401  billion.     (See  Figure  1.) 

Last  Fall,   HUD's  estimate  of  the  need  was  $1,370  billion.   The 
Council's  estimate  differs  from  this  estimate  only  in  that  %re  estimate 
that  $30  million  less  in  revenues  %n.ll  be  received  by  PHAs  due  to  the 
increase  in  rent-income  ratios  this  year  (the  regulations  have  not  yet 
been  issued  by  HUD),   and  that  $17  million  more  will  be  needed  for  an 
insurance  fund. 

Since  last  Fall,  however,  HUD  has  come  up  with  an  additional 
$218  million  in  cuts  in  the  operating  subsidy,   by  torturing  the  PFS 
calculations,   so  that  HUD's  official  estimate  of  operating  subsidy 
needs  for  FY82  is  now  $1,132  billion,   exactly  the  amount  already  approved 
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by  the  Appropriations  Conmittees.    HUD  therefore  claimt  there  is 
no  short-fall. 

Mr.  Chairaan,  we  ask  you  to  join  with  us  in  trying  to  prevent 
HUD  from  making  a  mockery  of  the  Performance  Funding  System  in  this 
way.  HUD  is  taking  some  elaborate  and  fairly  sophisticated  calcula- 
tions generated  by  a  computer  model  which  was  developed  on  the  basis 
of  extensive  research  and  revisions  over  the  years,  and  then  chopping 
^wn   the  outputs       to  fit  the  Procrustean  Bed  of  its  own 
politically-determined  budget  estimates. 

It  is  obviously  an  exercise  in  futility  for  HUD  to  carry  out 
«n  internal  evaluation  of  the  Performance  Funding  System  if  HUD 
is  going  to  totally  distort  the  output  of  the  PFS  in  this  way. 

The  excuses  HUD  has  come  up  with  to  eliminate  the  short -fall  this 
year  include  the  following: 

a)  Reduce  utility  consumption  by  lOZ  $103.6  millioa 

b)  Mandatory  paybacks  in  energy  costs  due  40.0 

modernization 

c)  Unspecified  state  and  local  contributions  41.6 

d)  Unspecified  cost  reductions  due  to  "de-^regulation"   20.0 

e)  Arbitrary  reduction  in  the  non-utility  12.8 

inflation  rate 

TOTAL     $218.0  million 

Mr.  Chairman,  the  Council  believes  that  these  reductions  arc  the 

figment  of  HUD's  imagination,  and  have  no  basis  in  reality. 

We  are  not  aware  of  any  information  which  HUD  has  which  can  justify 

these  calculations.   We  are  convinced  that  the  procedures  that  HUD  is 

the  reduction  in 
proposing  to  mandate/'   utility  consumption  figures  are  irresponsible. 
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We  know  of  no  way  that  $40  ■illion  in  additional  state  and  local  funds 
are  going  to  be  made  available  to  public  housing. 

3.   Delay jpg  a^^tions  aod  actions  couZTazy   to  rcEulatiops.    In 
addition  to  delays  in  allocating  the  money,   and  requesting  too  little, 
HUD  is  taking  further  actions  that  obstruct  the  effective  administration 
of  the  public  housing  program. 

a)  The  Department  has  announced  its  intention  not  to  pay  utility 
adjustments  out  of  FY82  appropriations.   This  would  hold  back  as  much  as 
$63  million  in  funds  PHAs  would  otherwise  legitimately  be  entitled  to. 

b)  HUD  is  requiring,  under  duress,  all  PHAs  to  agree  to  relin- 
quish these  funds  as  a  condition  of  receiving  their  final  allocation  of 
FY81  funds.   We  have  advised  PHAs  to  sign-off  on  this  condition  without 
giving  up  their  rights  to  take  future  legal  action  against  the  Department. 

c)  The  Department  is  issuing  new  requirements  that  HUD  Regional 
Offices  calculate  private  market  energy  consximption  rates  in  an  effort 
to  cut  public  housing  energy  consximption  allowances  —  although  in 
most  cases  private  market  housing  is  not  comparable  to  public  housing  in 
its  physical  condition  and  other  characteristics.  The  failure  of  HUD 

to  adequate  {[provide  modernization  funds  is  not  considered  in  these 
calculations. 

d)  The  Department  has  still  be  unable  to  devise  a  method  for 
allocating  the  FY82  short-fall. 

e)  The  Department  has  announced  its  intention  to  review  the  . 
FY82  budgets  of  the  50  largest  PHAs  in  the  Central  Office,  thereby  further 
seriously  contributing  to  additional  delays.  The  Department  has  hinted 
that  it  is  developing  additional  cost  standards  for  such  PHAs,  although 
these  would  be  contrary  to  the  standards  already  in  place  under  the 
Performance  Funding  System. 


Digitized  by  VjOOQ IC 


1250 


The  HUD  Central  Of£ice  repeatedly  complains  of  local  PHA  waste  and 
mismanagement.  It  is  time  for  HUD  to  start  getting  its  own  house  in 
order.  Local  PHAs  cannot  manage  public  housing  when  HUD  withholds 
available  funds  and  will  not  tell  them  how  much  they  can  expect  to 
receive  during  the  year,  or  when  HUD  carries  out  a  program  of 
systematic  harrassment  of  PHAs  through  a  variety  of  administrative 
obstacles  and  delays. 

4.   hud's  intent  to  "privatize"  public  housing.  At  the  same  time 
that  HUD  is  contributing  to  the  destruction  of  PHAs,   it  is  pressing 
ahead  with  its  misguided  policies  of  "privatizing"  public  housing 
and  turning  it  over  to  local  government  or  to  the  private  sector. 
HUD  is  now  conducting  field  studies  intended  to  lay  the  basis  for 
marketing  public  housing  to  the  private  sector. 

In  addition,   local  Management  Oversight  and  Review  Coinmittees 

(MORCs)  are  being  established  with  the  aim  of  transferring  responsibility 

for  public  housing  back  to  the  local  level.   The  following  is  a  quote 

from  a  HUD  memo  concerning  the  MORC  program: 

" Under  Mayoral  leadership  the  MORCs,  with  local  private 

sector  participation,  will  be  working  to  a  local  independence 
in  the  provision  of  public  housing."  (emphasis  added) 

Mr.   Chairman,   the  Council  of  Large  Public  Housing  Authorities 
believes  that  continuing  federal  operating  subsidies  and  other  assistance 
will  always  be  required  in  the  future  in  order  to  enable  public  housing 
to  house  low  income  people.  There  is  no  other  way.  Neither  localities 
nor  the  private  sector  have,  or  are  willing  to  allocate,  the  kinda  of 
resources  that  are  needed  to  sustain  these  activities. 

We  ask  that  your  Committee  continue  to  support  the  federal  presence 
in  the  public  housing  field,  and  to  keep  HUD  from  carrying  out  ita 
present  misguided  policies. 
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I  would  now  like  to  turn  to  some  specific  positive  proposals  of 
our  own  which  the  Council  of  Large  Public  Housing  Authorities 
would  like  to  make  for  improving  the  administration  of  the  public 
housing  program. 
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FIGURE  1 


ESTIMATED  NEED  FOR  FY82  PUBLIC  HOUSING  OPERATING  SUBSIDY. 
($  millions) 

HUD  Est. 


CLPHA  Est. 


Allowable  Expense  Level  (AEL) 
Utilities 
IPA  (audit) 

Incone,  with  no  change  in  rent- 
incone  ratios 

PFS  BASE 

Increased  rent-incone-nratios 

-  All  tenants  to  26Z 

-  New  tenants  to  30Z 

Insurance  costs 
Non-PFS  Authorities 

TOTAL 


1469 
1104 
4 
(1221) 

T356 


(25) 
(8) 

0 

47 

1370 


1469 
1104 
5 
(1221) 

1557 


(15) 
(5) 

17 

47 

140r 


Miscellaneous  recent  adjustments  by  HUD 


" 

Reduction  in  utility  consximption 
base  by  lOZ 

(103.6) 

- 

Payback  from  energy  modernisation 
funding 

(40.0) 

- 

State  and  local  government 
contributions 

(41.6) 

- 

Cost  reductions  due  to  de-regulation 

(20.0) 

- 

Reductions  in  non-utility  inflation 
rate  to  7.5Z 

SUB-TOTAL  NEW  ADJUSTMENTS 

(12.8) 

(218.0) 

TOTAL 

NEED  ACCORDING  TO  HUD 

$1152 

*CounciI  of  Large  Public  Housing 

Authorities 
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D.   A  Recii—  mled  Prograa  for  Energy  Conscrvtion  in  Public  Housing. 

Mr.  Chainum,   in  contrast  to  the  administrative  manipulations  vhich 
HUD  is  nov  trying  to  carry  out  contrary  to  its  ovn  regulations,  we 
have  a  positive  program  for  energy  conservation  in  public  housing. 
It  is  comprehensive.   It  can  work. 

Our  program  includes  the  following  components: 

a)  maintaining  the  energy  conservation  incentives  now  built  into 
the  Performance  Funding  System; 

b)  providing  adequate  modernization  funds  for  energy  conservation; 

c)  adopting  a  fair  procedure  for  calculating  the  utility  consumption 
base; 

d)  allowing  PHAs  to  establish  energy  conservation  reserve  funds 
to  draw  upon  to  make  conservation^related  capital  improvements 
and  leverage  private  funding  for  such  improvements; 

e)  greater  iflJD  involvement  in  assessing  its  own  data,  identifying 
PHAs  with  high  average  consumption,   targeting  these  PHAs  for 
energy  audits,   and  follo%#ing  up  to  determine  what  physical 

and  management  steps  need  to  be  done  to  correct  these  situations, 
and  what  resources  are  needed; 

f)  a  more  significant  program  of  HUD  research  into  ways  that 

PHAs  can  reduce  energy  costs,  including  publication  and  distribu* 
tion  of  this  information  and  follow^p  with  technical  assistance. 

Attachment  II  includes  a  brief  additional  statement  about  each  of  these 
items . 
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E.   Recoanendations  for  Improving  the  Perfomance  Funding  Systai. 

The  Council  has  also  developed  a  see  o£  recomoiendations  for  improving 
the  Performance  Funding  System.   The  following  Draft  recomendationa 
vere  developed  at  the  Council's  meeting  in  Boston  in  January.   They 
are  currently  being  reviewed  by  Council  members.      I  anticipate 
few  substantial  changes. 

1)  Improved  management  incentives. 

2)  PFS  adjustments  including  annual  inflation  adjustments. 

3)  Energy-related  improvements  to  PFS. 

4)  An  appeals  process. 

3)  Consideration  of  distinctions  among  categories  of  PHAs. 

6)  Simplification  of  PFS  worksheets. 

7)  Relationship  of  modernization  and  development  funds  to  the 

operating  subsidy. 

The  Council's  priorities  are  #1  and  #2  above. 

Attachment  I  includes  a  more  extensive  description  of  each  of  these  items. 


Digitized  by  VjOOQ IC 


1255 


CONCLUSION 


Mr.  Chairman  and  members  of  Che  Comnictee,   thank  you  for  your 

attention.   In  closing,   I  would  like  to  quote  from  the  findings 

of  a  recent  report  prepared  by  the  Surveys  and  Investigations  Team 

of  your  colleagues  on  the  House  Appropriations  Comnittee.  The 

report  concludes  with  the  following  paragraph. 

"Public  housing  is  a  program  for  the  needy.   Unfortunately,  many 
PHAs  are  confronted  with  tenants  subject  to  severe  poverty,  unemploy- 
ment,  vandalism,  and  crime.  These  factors  make  the  administration 
of  the  program  difficult  and  the  operation  very  costly.  The  Investigative 
Staff  believes  that  the  objective  and  character  of  the  program  must 
constantly  be  kept  in  focus.   Public  housing  accounts  for  1.3  percent 
of  the  81  million  units  in  America  but  furnishes  what  the  private 
sector  cannot  —  decent  housing  for  over  3  million  needy  people." 


We  want  to  work  with  you  and  with  your  Committee  to  insura 

continue  to 
that  public  housing  can/play  this  role  in  the  future. 


Thank  you  Mr.  Chairman. 
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ATTACHMENT  I;   DETAILED  RECOMMENDATIONS  FOR  IMPROVING  THE  PERFOEMAMCE 
FUNDING  SYSTEM. 

Introduction 

The  Council  o£  Large  Public  Housing  Authorities  (CLPHA)  supports 
a  fully-funded  Performance  Funding  System  (PFS)  in  a  revised  and  improvd 
form  as  the  principal  funding  mechanism  for  the  nation's  conventional 
public  housing  program. 

Until  a  better  system  can  be  designed,  and  its  impact  evaluated, 
PFS  represents  the  best  currently  available  system  that  attempts  to 
reflect  the  true  cost  of  operating  public  housing,  vhile  retaining  the 
principal  purpose  of  public  housing:   to  provide  housing  for  the  poor. 

CLPHA  believes  that  with  the  following  revisions  and  improvements, 
a  fully-funded  PFS  can  adequately  support  the  operations  of  PHAs  and 
the  tenants  they  serve. 

CLPHA  is  also  aware  that  a  variety  of  revisions  and  alternative^  to 
PFS  are  now  under  study  by  HUD,  and  CLPHA  will  review  these  recomnenda- 
tions  when  they  become  available  to  determine  what  position  to  take  in 
the  future. 

CLPHA* s  priorities  are  recommendations  #1  and  #2  below. 
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1.  Management  Improvements  and  Management  Incentives 


a)  Allow  PHAs  to  keep  aome  gortion  of  increaaes  in  budgeted  incoipe. 
At  the  present  time,   if  a  PHA  can  budget  an  increase  in  ica  income  for 
any  reason,   fTom  one  year  to  the  next,   its  subaidy  will  be  reduced  by 
the  same  diaount   Therefore,   there  is  currently  no  incentive  for  the  PHA 
to  cry  CO  increase  its  income. 

CLPHA  believes  that  there  should  be  some  system  whereby  PHAs  are 
allowed  to  keep  some  of  this  increase  in  income   Hr  Ray  Struyk  has 
made  what  appears  to  be  one  type  of  effective  proposal  for  accomplishing 
this  end.   The  Struyk  propoaa  would  allow  a  PHA  to  deduct  only  85Z  of 
any  increaae  in  incooe  item,   the  amount  of  aubsidy  received.   This  would 
have  a   cumulative  effect  over  the  years   as  the  budgeted  income  for  PFS 
calculationa  would  increasingly  grow  smaller  than  actual  PHA  income 
Struyk  proposes  a  Limit  on  the  savings  at  the  point  where  budgeted  Income 
has  been  reduced  to  80Z  of  actual  PHA  income.   It  would  take  a  number  of 
years,  however  before  a  PHA  would  actually  reach  that  point. 

In  order  to  insure  that  these  funds  were  used  for  the  PHAs  highest 
priorities,   it  would  be  possible  to  consider  mandating  that  the  funds 
be  put  into  a  capital  improvements  or  energy  conservation  reserve  fund, 
provided  chat  doing  so  did  not  result  in  the  PHA's  losing  its  moderniza- 
tion funding  to  a  comparable  degree. 

b)  Vacant  units.   Allow  PHAs  to  keep  all  rental  income  that  is 
collected  above  an  established  occupancy  rate,  e.g.  95Z,   in  current 
and  subsequent  years,   in  order  to  provide  an  incentive  for  lowering  the 
vacancy  rate. 

c)  Ceiling  rents.   Continue  to  permit  PHAs  to  establish  ceiling  rents. 
In  many  PHAs,  ceiling  rents  are  needed  to  maintain  an  exonomic  mix  of 
tenants  within  public  housing.   Depending  on  the  local  private  market,   the 
elimination  of  ceiling  rents  could  drive  out  more  moderaite  income  tenants 
from  public  housing.   This  would  cause  more  dependence  of  the  PHA  on  the 
Federal  operating  subsidy.    More  attention  needs  to  be  paid  by  PHAs, 
however,  to  adjustments  in  ceiling  rents  so  that  they  do  not  lag  far 
behind  comparable  private  market  rent  increases. 

d)  Reaervea .     Reserves  are  now  widely  misunderstood  as  being 
merely  a  "cushion"  for  PHAs,  producing  interest  income  to  PHAs  while 
adding  to  the  drain  on  the  federal  subsidy.   In  the  intereats  of  good 
management ,  however,   some  type  of  capital  improvementa  reserve  for  major 
repaira  and  replacements  ia  absolutely  essential  for  any  well-run  real 
estate  operation.   PHAa  should  be  allowed  to  budget  an  adequate  level 

of  annual  payments  into  such  reserve  funds. 

Consideration  might  also  be  given  to  establishing  a  reserve  fund  *f| 
specifically  for  energy  conservation  capital  improvements   PHAa  could 
be  allowed  to  keep  lOOZ  of  their  increases  in  incotoe  provided  that  the 
funds  were  deposited  in  this  energy  conservation  reserve  account.  This 
same  principal  could  be  extended  to  allow  PHAa  to  keep  lOOZ  of  the  savings 
realized  by  reductions  in  consumption  below  the  utility  "base**,  provided 
that  these  savings  all  went  into  the  energy  conservation  reserve.  For 
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PUAs  in  the  enviable  position  o£  having  reach  the  "maxiaum  reserves'* 
position,   they  could  be  allowed  to  exceed  the  maximum  reserve  provided 
that  these  funds  were  targeted  to  energy  improvements  and  expended  within 
a  reasonable  time  period. 

The  reserve  fund  could  also  be  used  to  leverage  additional  private 
investments  in  public  housing  energy  improvements. 

e)   Interest  income.   Eliminate  the  HUD  requirement  that  PUAs 
return  a  portion  of  their  interest  earnings  to  HUD  if  these  earnings 
exceed  HUD's  current  limits. 

2.  Adjustment  a  to  PFS  Forwi^Ia  (including  inflation  adjuBtttient). 

The  Allowable  Expense  Level  (A£L)  should  be  adjusted  at  the  end  of 
each  Fiscal  Year  for  inflation  a«  is  done  now  with  the  utilities  expense 
level,  to  reflect  the  change  bettreen  the  originally  projected  inflation 
rate  and  the  actual  inflation  rate. 

Rather  than  uiing  the  vas«-scale  index  to  determine  the  AEL 
inflation  rate  (since  vages  have  been  depressed  ^ver  the  past  few 
years  compared  to  ocher  prices),  a   truer  indication  of  inflation 
for  PHAs  would  be  a  compoaite  inflation  factor  weighted  for  building 
materials,  insurance  costs,  employee  beaef  ts  and  the  other  elements 
that  make  up  the  AEL.   This  vould  cend  to  reduce  the  type  of  underestiaa* 
tion  of  AEL  inflation  rates  that  has  occurred  in  past  years. 

CLPHA  agrees  with  the  concept  of  a  re  roa pec Live  inflation  adjustment 
to  make  up  for  underestimation  of  inflation  for  previous  years. 

CLPHA  is  %#illing  to  explore  the  concept  of  a  two  or  three  year 
authorization  by  HUD  of  a  local  PHA  s  AEL,   in  order  to  promote  better 
planning  and  management  within  the  PHA   The  second  and  third  year 
A£L  would  be  calculated  by  applying  the  in^tion  factor  to  the  previous 
year's  AEL  as  an  adjustment.   The  authorisation  eatabliahed  by  HUD. for 
each  PHA  would  be  "subject  to  available  funding  by  Congress  and  HUD 
would  still  have  to  seek  funding  for  the  public  housing  operating  subsidy 
on  an  annual  basis.   CLPHA  is  opposed  to  any  "cap''  ofi  authorisations 
for  the  public  housing  operating  subsidy  at  the  FYd2  level. 

CLPHA  also  feels  that  a  one*time  adjustment  should  be  sMde  to  the 
AEL  for  those  PHAs  which  were  most  adversely  affec  ed  by  nadequate 
base-year  funding,  either  by  direct  action  by  HUD  or  through  an  appeals 
process  if  one  were  established. 

3.  Energy-conservation  related  improvements. 

CLPHA  strongly  supports  maintaining  year-end  utility  adjustaents, 
where  the  prices  of  utilities  have  gone  up  at  a  more  rapid  rate  than 
was  projected  in  the  utility  budget.  HUD  is  now  trying  to  eliminate 
such  adjustments  in  the  FY82  budget,  contrary  to  regulations. 

The  year-end  utility  adjustments  should  be  calculated  taking 
degree-days  into  account. 
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CLPHA  supports  maintaining  ac  leaat  the  current  30/30  fomla 
whereby  a  PttA  la  allowed  to  retain  hal£  the  savings  it  realizes  in 
energy  cotieumption   In  addition,   CLPHA  recomoiends  that  PHAs  be 
allowed  to  retain  an  even  higher  proportion  if  these  savings  are 
deposited  in  an  energy  conservation  reserve  account,  to  be  used  for 
energy  conservation  related  capital  improvements.   This  incentive 
should  be  strenatheacd,  not  weakened  by  HUD. 

Additional  energy  issues  are  related  to  modernization  (see 
Section  7). 


4.   Appeals  Process. 

CLPHA  supports  the  concept  of  an  appeals  process  whereby  PHAs 
can  atteotpc  to  obtain  compensation  for  what  they  feel  is  inadequate 
funding,  either  due  to  inadequate  base-year  funding  or  because  of  costs 
incurred  by  the  PHA  that  are  not  reflected  in  the  current  PES  formula, 
e.g.  crime,  vandalism,  etc.   These  costs  are  often  associated  %#ith  the 
larger  urban  housing  authorities. 

There  should  be  strict  guidelines  for  such  an  appeals  process  so 
that  only  essential  appeals  would  be  heard  and  so  that  the  process 
would  not  become  totally  politicized.   Some  of  the  elements  of  an 
appeals  process  could  include  the  following: 

-  limit  of  one  appeals  per  PHA  every  three  years; 

-  rigid  time  guidelines  on  determining  appeals; 

-  limit  on  the  amount  that  could  be  awarded  through  the 
appeals  process,  per  PHA;   and, 

-  have  a  PHA  representative  and  a  professional  arbitrator 
on  the  Appeals  Board. 

3.   Distinctions  among  Authorities. 

A  number  of  distinctions  among  PHAs  are  already  factored  into  the 
PFS  formula.   CLPHA  is  intereated  in  exploring  with  Congress,  HUD  and 
other  groups  the  podflibilities  of  introducing  further  distinctions  into 
the  funding  system  that  would  reflect  the  different  approaches  appropriate 
to  large   taedium,  snail  and  troubled  PHAa . 

One  poasibility  nigbt  be  to  introduce  further  "range  tests"  into 
the  formula,   for  each  category  of  PHA 

Troubled  authorities  should  be  dealt  with  through  an  appeals  process 
and  through  MOD  and  ClAP  Eunding,  with  funding  contingent  upon  the  PHA's 
improved  management  capability. 
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6.  Simplifying  PFS  vorkaheets. 

The  "Delta"  factor  used  in  calculating  the  annual  subsidy  level 
(per  unit  month)  is  intended  to  reflect  the  changing  circumstances 
of  the  PHA.   Most  of  the  statistical  variables  used  in  calculating 
"Delta"  are  actually  surrogates  for  real  conditions  at  the  PHA. 

(For  example,   "size  of  SMSA"  is  a  surrogate  for  problems  associated 
with  large  urban  PHAs . ) 

The  "Delta"  factor  is  complex  to  calculate  and  in  practice  has  little 
net  effect  on  the  change  in  subsidy  level  from  one  year  to  the  next.   It 
is  proposed  that  the  "Delta"  factor  be  eliminated  at  the  present  time  and 
perhaps  be  brought  back  later  in  a  way  that  is  more  closely  related  to 
actual,  significant  changes  in  the  PHA's  status. 

7.  Modemigation  and  development  funds. 

CLPHA  recooDiends  that  modernization  funds  not  be  rolled  in  with 
operating  subsidy  funds,  but  be  retained  as  a  separate  entity. 

Full  and  adequate  funding  of  the  modernization  program  is  imperativ. 

CLPHA  agrees  that  the  CIAP  permits  emphasis  on  energy  conservation, 
but  feels  that  the  modernizat i  ai  money  currently  available  is  insufficient 
to  support  as  significant  a  level  of  energy  conservation  improvements  as 
is  needed  and  justified  by  their  potential  paybacks.   Timely  use  of 
modernization  funds  can  save  operating  expenses  in  the  future,  and 
thereby  reduce  future  dependency  on  the  federal  subsidy. 

The  bulk  of  the  modernization  program  money  should  be  channeled 
through  CIAP,  but  HUD  should  allow  a  small  proportion  (reserved  for 
small  jobs)  to  be  treated  in  a  flexible  fashion  by  the  PHA. 

The  development  program  should  also  be  retained,  and  there  should 
be  increased  flexibility  for  PHAs  to  use  previously  consitted  but  unused 
development  funds  for  modernization  without  returning  50Z  or  more  of 
these  funds  to  HUD  as  a  condition  of  the  transfer. 
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Attachment  II:   An  Energy  Conservation  Program  for  Public  Housing. 


1)  Maintain  energy  conservation  incentives  now  built  into  the 
Performance  Funding  System. 

a)  Maintain  the  30Z  share  of  savings  from  conservation  that 
PUAs  are  now  allowed  to  keep;   and  (also  see  below)  add  a  new 
provision  that  PHAs  may  be  allowed  to  keep  lOOS  of  the  savinga 

if  they  earmark  these  funds  and  put  them  into  an  energy  conaerva-^ 
tion  reserve  funds   as  long  as  there  are  clearly  identifiable 
additions  energy  conoervition  measures  for  which  these  funds 
will  be  expended  within  a  reasonable  time. 

b)  Maintain  the  system  of  end-of-the-year  utility  adjustments 
now  contained  in  HUDs's  own  regulations, 

2)  Adequate  modernization  funds,   tied  in  with  energy  conservation 
planning. 

We  have  supported  this  Committee's  recommendations  to  adequately 
fund  the  modernization  program.   It  is  not  yet  clear  how  HUD  will 
oonitor  the  modernization  program  to  identify  what  expenditures 
are  being  made  for  energy  conservation  purposes,  but  HUD  skould 
explore  possible  avenues  for  providing  incentives  for  using  the 
money  in  this  way. 

3)  Adoption  of  a  fair  utility  consumption  base  for  PHAs. 

Instead  of  picking  private  market  numbers  out  of  the  air,  and  trying 
to  use  them  as  a  basis  for  establishing  al Lovable  consumption  levels 
in  public  housing  —  which  is  unfair  because  the  public  housing 
stock  has  entirely  different  characteristics     HUD  should  do  its 
own  studies  of  current  PHA  utility  consumption  rates,   analyze 
the  reasons  for  variations  among  buildings  and  PHAs,   come  up  with 
a  reasonable  conAumpcion  ceiling.   It  should  be  recognized  that  many 
PHAs  are  unable  to  bring  consumption  down  to  this  ceiling  without 
additional  modernization  spending. 

A  less  normative  alternative  that  could  be  explored  would  be  to 
determine  the  allowable  utility  consumption  base  by  calculating 
the  average  consumption  level  over  the  five  preceding  years  for 
each  PHA.  If  a  PHA  were  conserving  energy,  its  consumption  base 
would  gradually  decline,  but  it  would  still  be  allowed  to  keep 
some  of  the  savings  it  was  producing. 

4)  Energy  conervation  reserve  fund. 

Permit  PHAs  to  keep  an  additional  share  of  any  increases  in 
income  they  achieve  through  a  variety  of  means,  including  reduced 
energy  consumption,  provided  that  these  funds  are  put  into  an 
energy  conservation  reserve  fund  and  earmarked  for  further  future 
energy  conservation  improvements,   including  "leveraging"  private 
irvestments  in  such  improvements. 
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5)  HUD  management,  monitoring  and  audits 

HUD  should  exercise  closer  managerial  scrutiny  of  PHA  energy 
consumption,   collect  and  analyze  consumption  data,   identify 
those  PHAs  with  apparently  high  consumption  and  develop  a  program 
for  addressing  problem  projects  or  PHAs,   through  a  combination 
of  modernization  funds,  management  improvements,   energy. audits, 
and  other  "work-outs." 

6)  More  research 

Expanded  program  of  HUD  reearch  into  ways  that  PHAs  can  reduce 
energy  costs,  and  publicizing,  distributing  and  following  up  on 
these  cases,  along  with  technical  assistance  to  PHAs. 

Chairman  Gonzalez.  Thank  you,  Mr.  McCauley.  The  Chair  will 
announce  that  we  must  recess  in  order  to  allow  me  to  present  the 
section  235  homeownership  extension.  This  act  is  due  to  expire  at 
the  end  of  this  month  and  we  have  a  bill  extending  it  placed  on  the 
suspension  calendar. 

[Recess.] 

Chairman  Gonzalez.  The  subcommittee  will  resume. 

I  believe  at  the  time  we  left  off  Mr.  McCauley  had  concluded  his 
testimony.  I  believe  you  had  completed  your  testimony,  had  you 
not? 

Mr.  McCauley.  Yes,  Mr.  Gonzalez,  I  had  completed  my  testimo- 
ny. Thank  you. 

Chairman  Gonzalez.  All  right,  sir. 

Excuse  me  for  interrupting  again.  I  have  been  informed  that  Mr. 
Jones  has  a  time  constraint.  You  have  a  plane  to  catch? 

Mr.  Jones.  Yes,  sir,  I  do. 

Chairman  Gonzalez.  Well,  we  have  had  all  these  things  come  up 
that  we  had  not  anticipated  at  the  time  the  arrangements  were 
made  for  this  hearing.  If  there  is  no  objection,  I  have  a  couple  of 
questions  that  I  wanted  to  direct  to  Mr.  Jones,  and  that  way  we 
can  free  him.  Others  may  wish  to  submit  for  the  record  some  ques- 
tions for  the  record. 

Essentially,  are  you  the  chairman  of  the  Michigan  State  Hous- 
ing? 

Mr.  Jones.  No,  Pontiac,  Mich. 

Chairman  Gonzalez.  Tlie  Housing  Authority? 

Mr.  Jones.  Yes,  sir. 

Chairman  Gonzalez.  As  I  understand  it,  in  that  area,  you  have  a 
rather  high  unemployment  rate? 

Mr.  Jones.  We  have  probably  the  highest  in  the  State  of  Michi- 
gan, sir,  somewhere  around  30  percent. 

Chairman  Gonzalez.  Well,  Mr.  McCauley  gave  us  some  stetis- 
tics,  some  projections  in  reduced  income  that  will  result  because  of 
the  increase  in  the  rental  requirements  for  public  housing  tenants 
that  the  administration  has  insisted  upon. 

In  your  particular  area,  with  this  dire  economic  situation,  what 
do  you  foresee  for  the  immediate  future?  In  other  words,  we  know 
that  not  too  long  ago,  a  few  weeks  ago,  we  had  testimony  also  to 
indicate  that  there  were  at  least  three  public  housing  authorities 
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that  were  confronted  with  that  ugly  word,  bankruptcy.  Is  the  Pon- 
tiac  Authority  in  any  real  dire  immediate  situation? 

Mr.  Jones.  Yes,  sir,  we  are.  If  the  administration  continues  to 
fund  the  performance  funding  level  at  the  rates  that  we  have 
heard  they  are  coming  out,  we  will  be  bankrupt  and  out  of  business 
within  1  year,  sir. 

Chairman  Gonzalez.  Within  1  year? 

Mr.  Jones.  Within  1  year. 

Chairman  Gonzalez.  Do  you  see  anything  dire  happening  even, 
say,  before  that  date? 

Mr.  Jones.  At  the  96.5-percent  level  that  they  funded  us  for 
fiscal  year  1981,  we  will  keep  our  doors  open  and  will  be  able  to 
provide  minimal  services  to  our  tenants.  The  performance  funding 
system  at  best,  sir,  is  the  most  inadequate  instrument  we  have  ever 
had  and  had  to  use  and  are  faced  with,  at  its  best,  and  now  we 
have  been  asked  to  deal  with  it  at  85.5  and  96.5  percent,  and  then 
nmiors  of  what  the  administration  promises  to  do  in  fiscal  years 
1982  and  1983  frighten  me  to  the  degree  that  I  can  assure  you  we 
will  be  out  of  business,  sir. 

Chairman  Gonzalez.  Have  you  had  an  opportunity  to  evaluate 
the  possible  impact  of  a  rescission  such  as  is  presently  confronting 
us?  As  Mr.  McCauley  brought  out  the  administration  is  asking  for 
a  $9  billion  rescission  in  assisted  housing  programs,  but  we  don't 
know  what  the  House  Appropriations  Subconunittee  has  in  mind. 
That  means  that  what  you  are  counting  on  now  and  what  did  you 
say,  85,  86  percent  in  1982? 

Mr.  Jones.  For  1981,  we  did  get  a  supplemental  that  allowed  us 
to  go  to  96.5  percent  of  PFS  eligibility. 

Chairman  Gonzalez.  OK.  Well,  suppose  a  rescission  impacts, 
say,  even  a  reduction  in  that  current  commitment.  What  would  be 
the  impact  in  the  Housing  Authority  of  Pontiac?  How  would  you 
weather  it? 

Mr.  Jones.  You  are  talking  about  the  performance  funding? 

Chairman  Gonzalez.  Yes,  sir,  because  the  rescission  would  be  on 
your  ongoing  budget. 

Mr.  Jones.  What  would  happen,  sir,  is  probably  this.  I  could 
overkill  the  organization.  I  am  going  to  base  my  projections  for  the 
coming  year  on  the  guestimates  that  are  coming  out  from  those 
leaks  you  mentioned.  In  order  to  be  fiscally  responsible,  I  would 
then  have  to  take  certain  steps  within  the  organization  to  make  my 
budget  balance.  I  cannot  go  into  a  deficit  situation.  Now,  if  that  is 
the  case,  I  must  cut  the  organization,  I  must  reduce  its  capacity  to 
carry  out  its  prime  function  to  a  great  degree,  or  the  degree  neces- 
sary to  balance  the  budget.  If  I  find  out  that  they  will  give  me  an 
adequate  supplemental  afterwards,  it  is  after  I  have  already  over- 
killed the  organization. 

What  we  are  really  saying  to  you  is  that  we  need  some  predicta- 
bility and  stability  in  the  situation. 

Chairman  Gonzalez.  I  see.  What  about  the  city?  How  does  it 
fare  with  respect  to  CDBG  community  development  funds,  and 
have  they  in  Michigan  or  in  Pontiac,  have  they  worked  in  any  way 
by  way  of  allocation  in  the  area  of  public  housing? 

Mr.  Jones.  No,  sir,  they  have  not  in  our  city. 
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Chairman  Gonzalez.  And  does  it  fare  reasonably  well  in  CDBG 
grants?  Does  the  city  of  Pontiac  get  its  just  share  of  CDBG  grants? 

Mr.  Jones.  As  an  entitlement  city,  they  get  the  share  that  is  allo- 
cated on  the  national  formula.  They  do  receive  it,  yes,  sir. 

Mr.  Gonzalez.  I  have  some  more  questions  for  you,  which  I 
would  request  that  you  answer  for  the  record. 

[The  following  written  questions  were  submitted  by  Chairman 
Gonzalez  and  appear  with  the  responses  of  Mr.  Jones:] 

Question  1.  It  seems  to  me  that  the  impact  of  NAHRO's  minimum  rent  proposal 
would  be  to  move  NAHRO  away  from  its  40-year  tradition  of  serving  low-inoome 
families.  Have  we  come  to  this  just  to  be  able  to  keep  the  doors  of  our  housing  au- 
thorities open? 

Answer.  NAHRO's  proposal  is  for  the  locality  to  have  the  flexibility  to  set  its  own 
rent  schedules;  minimum  rents  is  one  of  the  options  which  would  be  considered. 
This  flexibility  would  operate  within  the  framework  of  the  national  public  housiiig 
objective  of  serving  low  income  people.  Our  proposal  would,  additionally,  give  pre- 
dictability and  stability  to  the  program. 

Question  2.  Isn't  it  true  that  there  was  a  great  division  among  NAHRO's  member- 
ship about  this  minimum  rent  issue,  more  so  than  there  has  been  witii  regard  to 
any  other  recent  msjor  issue? 

Answer.  Mr.  Chairman,  there  is  divided  opinion  in  NAHRO  on  the  issue  of  mini- 
mum rents,  however,  the  consensus  of  the  organization  is,  as  I  just  indicated,  that 
minimum  rents  should  be  an  alternative  available  to  PHAs.  In  response  to  the  con- 
cerns raised  relating  to  this  issue,  NAHRO  supports  a  provision  which  protects  the 
interests  of  low  income  tenants  and  insures  that  they  have  the  ability  to  pay  under 
newly  adopted  schedules. 

Question  3.  I  ask  you  to  step  back  in  time  to  the  years  just  before  the  so^alled 
Brooke  amendment  which  restricted  tenant  rents  to  25  percent  of  acyusted  income. 
Would  you  describe  the  kinds  of  rent  schedules  that  were  in  place  at  that  time?  Ap- 
proximately what  percentage  of  their  income  were  the  poorest  families,  those  whose 
income  was  30  percent  of  median  or  below,  paying  under  those  schedules? 

Answer.  The  rent  ranged — depending  on  the  size  of  the  household  and  Its 
income — from  15  percent  to  about  30  percent.  Those  whose  income  was  30  percent  of 
median  or  below  were  paying  minimum  rents  which  were  about  30  percent  of  their 
incomes. 

Question  4-  How  can  we  be  assured  that  permitting  PHA's  to  establish  a  mini- 
mum rent  schedule  will  not  result  in  the  poorest  families  having  to  look  elsewhere 
for  shelter  they  can  afford,  to  shelter  which  is  indecent,  unsafe,  and  unsanitary? 

Answer.  In  addition  to  the  national  objectives  and  t^iant  protection  language  dis- 
cussed previously,  any  new  rent  schedules  will  be  developed  in  consultation  with 
tenants  and  approved  by  HUD.  Local  housing  and  elected  officials  are  very  sensitive 
to  the  realities  of  public  sentiment  and  tenant  rent  paying  abilities. 

Question  5.  On  page  6  of  vour  testimony,  you  support,  with  caution,  the  use  of 
public  housing  development  funds  to  cover  operating  subsidies,  citing  the  benefits  of 
flexibility.  But  on  page  7  you  oppose  permitting  development  funds  being  used  lor 
modernization  purposes  because  it  forces  localities  into  untenable  choices.  These  po- 
sitions seem  contradictory  to  me.  Are  you  for  local  flexibUity  or  are  ^ou  for  provid- 
ing adeouate  funding  for  three  separate  purposes:  operating  subsidies,  modernisa- 
tion, and  production? 

Answer.  NAHRO  supports  separate  and  adequate  funding  for  operating  subsidies, 
CIAP  (modernization)  and  public  housing  production.  In  addition  to  that,  we  support 
the  local  flexibility  for  PHAs,  dependuig  upon  local  circumstances,  to  transfer  addi- 
tional money  to  modernization  from  its  own  production  pipeline.  Our  objection  to 
the  Administration  proposal  is  that  it  forces  localities  to  accept  the  transfer  from 
production  to  modernization. 

Question  6.  What  is  an  acceptable  rent-to-income  ratio  for  poor  families  to  pay,  36 
percent,  40  percent,  50  percent? 

Answer.  I  am  unable  to  categorically  state  that  any  specific  percentage  is  an  ac- 
ceptable rent-to-income  ratio  for  poor  famUies  to  pay.  An  acceptable  rent  level  is 
affected  by  a  number  of  different  factors— average  rents  paid  1^  persons  with  simi- 
lar incomes  in  the  private  sector,  level  of  welfare  assistance,  amlity  to  work,  dfp 
and  composition  of  family.  It  is  for  this  reason  NAIfitO  suggests  localities  have  tlie 
option  to  establish  their  own  rent  schedules  which  take  into  condderation  rentto- 
income  ratios  as  well  as  other  factors. 
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Chairman  GtONZALEZ.  Well,  thank  you  very  much,  Mr.  Jones. 

Mr.  Jones.  Thank  you  for  the  opportunity,  Mr.  Chairman. 

Chairman  Gonzalez.  We  deeply  appreciate  your  traveling  all  the 
way  here  and  giving  us  your  time. 

Mr.  Jones.  It  was  my  pleasure. 

Chairman  Gonzalez.  We  will  proceed  and  recognize  Mr.  Mooney, 
executive  director  of  the  Chicago  Housing  Authority. 

STATEMENT  OF  ANDREW  J.  MOONEY,  EXECUTIVE  DIRECTOR, 
CHICAGO  HOUSING  AUTHORITY 

Mr.  Mooney.  Thank  you,  Mr.  Chairman.  Good  afternoon. 

My  name  is  Andrew  Mooney.  I  have  been  executive  director  of 
the  Chicago  Housing  Authority  for  the  past  9  months,  since  June 
1981.  I  am  here  to  describe  for  you  the  pain  that  public  housing 
authorities  and  their  residents  are  experiencing  today  as  a  result  of 
policies  currently  pursued  by  the  Federal  Government. 

It  is  unfortunate  that  I  appear  before  you  at  this  time,  when  the 
Chicago  Housing  Authority  is  going  through  the  greatest  challenge 
in  its  45-year  history.  HUD  has  chosen  to  single  out  CHA  as  its 
principal  public  housing  antagonist  under  the  guise  of  mismanage- 
ment in  order  to  justify  a  completely  unrealistic  public  housing 
budget  nationwide. 

It  is  doing  so  through  a  HUD-commissioned  study  recently  con- 
ducted by  Oscar  Newman  of  New  York  on  the  Chiccigo  Housing  Au- 
thority. It  is  tragic  that  HUD  and  the  administration  are  apparent- 
ly being  misled  by  the  report  issued  as  a  result  of  this  study.  The 
authority  finds  the  Newman  report,  as  transmitted  to  us,  to  be 
careless  and  lacking  in  professional  quality.  The  report's  use  of  out- 
dated statistics  and  its  obvious  ignorance  of  current  CHA  policies 
and  practices  is  apparent. 

We  sincerely  believe,  as  we  stated  in  a  letter  to  Secret€uy  Pierce, 
that  if  HUD  officials  seriously  consider  the  authority's  response, 
the  Newman  study  would  be  disavowed. 

The  existence  of  this  report  points,  however,  to  the  true  nature 
of  the  debate.  It  is  not  a  debate  simply  over  the  level  of  funding 
provided  to  public  housing.  It  is  about  the  very  existence  and 
future  of  public  housing  to  which  this  Nation  has  been  so  admira- 
bly committed. 

One  may,  of  course,  argue  in  good  faith  about  the  Government's 
role  in  public  housing.  I  believe  that  even  though  our  democracy  is 
based  on  the  fundamental  notion  of  human  rights,  it  must  also  be 
fundamentally  committed  to  the  common  good  of  the  political  com- 
munity. Such  a  commitment  asserts  that  in  order  for  all  citizens  to 
express  their  rights,  everyone  must  mutually  support  one  another, 
with  the  strong  assisting  the  weak,  the  whole  assisting  the  individ- 
ual. 

It  is  this  commitment,  I  believe,  that  underlies  the  history  of 
public  housing  in  this  country,  and  which  is  the  theoretical  basis 
for  the  public  housing  debate  we  are  witnessing  today.  Before  I 
comment,  therefore,  Mr.  Chairman,  on  the  broad  series  of  issues 
confronting  public  housing  today,  I  wish  to  refer  for  a  few  moments 
to  the  Newman  studv  on  CHA.  I  should  add  as  I  begin  that  I  am 
taking  your  time  to  do  this  because  I  feel  that  this  committee  must 
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be  able  to  make  an  independent  judgment  regarding  HUD's  credi- 
bility and  its  recommendations  regarding  the  1982  and  1983 
budgets  for  public  housing. 

We  first  learned  of  the  contents  of  the  Newman  report  in  Chica- 
go through  the  newspapers.  Apparently  someone,  possibly  Newman 
himself,  gave  the  report  to  the  Better  Government  Association, 
which  in  turn  offered  it  to  one  of  the  city's  major  newspapers  for 
publication.  The  release  of  this  report  in  this  way  is  unfair  in  the 
extreme.  It  is  irresponsible  for  F^eral  agents  to  deal  with  public 
housing  authorities  or  any  other  public  agency  through  the  media 
rather  than  through  direct  contact  and  discussion. 

What  we  find  particularly  upsetting  is  that  it  seems  Newman 
conspired  from  the  beginning  to  produce  a  report  that  would  make 
the  authority  appear  to  be  a  failure  regardless  of  its  actual  situa- 
tion. I  have  already  referred  to  the  use  of  outmoded  statistics.  I 
must  also  add  that  in  several  key  areas,  such  as  the  modernization 
program  and  elevator  maintenance,  Newman  deliberately  directed 
the  authority  to  halt  its  improvements  during  the  study,  even 
though  HUD  itself  had  recommended  these  same  improvements. 

I  need  only  refer  to  a  few  other  specific  examples  where  the 
report  errs.  Newman  comments  in  his  executive  sunmiary  that  at 
one  of  our  developments  we  employ  several  operating  engineers 
and  firemen  even  though  we  no  longer  have  a  central  heating 
plant  in  operation.  It  is  certainly  true  that  that  plant  no  longer  op- 
erates. In  fact,  however,  the  engineering  staff  now  takes  care  of 
over  1,000  multiple  boilers  and  associated  equipment  separately  lo- 
cated in  28  high  rise  and  4  ancillary  buildings. 

Newman  states  in  his  report  that  CHA  has  only  26  requirement 
purchase  orders.  In  truth,  CHA  has  59  current  requirement  pur^ 
chase  orders  covering  scavenger  services  alone.  Newman  also  states 
that  CHA  has  a  2-  to  5-year  refrigerator  replacement  period.  In 
fact,  CHA  has  a  refrigerator  replacement  period  of  approximately 
11  years. 

Newman  states  that  the  authority  employs  17  ironworkers  and 
their  assistants  for  its  compactor  repair  unit.  Since  September 
1981,  however,  we  have  had  only  2  iron  workers  and  6  compactor 
laborers  on  duty.  Newman  also  states  that  skilled  workers  are  re- 
quired to  unplug  toilets  and  change  lightbulbs.  In  fact,  it  has 
always  been  the  case  that  janitorial  stan  plimges  toilets  and  re- 
places lights  in  public  and  private  spaces  in  the  authority. 

Perhaps  the  worst  example  of  Newman's  carelessness  has  to  do 
with  the  authority's  financial  condition,  which  is  of  ^reat  impor- 
tance to  all  of  us  associated  with  public  housing.  I  will  therefore 
deal  with  this  issue  at  length  in  a  moment. 

You  can  see  in  the  examples  I  have  taken  from  the  executive 
summary  of  Newman's  report  that  in  very  critical  areas  of  the 
authority's  operations  Newman  is  simply  and  completely  wrong. 
The  question  then  arises  that  if  the  ^fewman  study  is  so  replete 
with  factual  errors,  can  the  recommendations  and  conclusions  nave 
any  credibility? 

The  Chicago  Housing  Authority  does,  of  course,  admit  its  prob- 
lems, and  has  made  a  determined  and  conscious  effort  to  initiate 
mcgor  reforms  during  the  past  year.  The  real  turning  point  for  the 
authority  came  through  the  deep-felt  commitment  oif  Mayor  Jane 
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B3nme  to  the  residents  of  CHA,  as  manifest  in  her  own  residency  at 
Cabrini-Green  Homes  in  the  spring  1981.  But  even  prior  to  the 
mayor's  move,  the  authority  had  voluntarily  engaged  the  services 
of  the  firm  of  Ernst  &  Whinev  to  conduct  an  independent  manage- 
ment study  of  CHA.  That  stuay  was  completed  and  released  in  A^ty 
1981,  long  before  the  Newman  study  began,  and  many  of  its  recom- 
mendations have  already  been  implemented. 

What  is  troubling  about  the  Newman  report  is  that  it  carefully 
and  deliberately  avoids  any  recognition  of  significant  reforms  made 
at  the  authority  during  this  past  year.  In  fact,  all  of  the  data 
Newman  uses  is  from  1980  or  earlier,  and  seems  largely  based  on 
newspaper  clippings. 

I  am,  of  course,  personally  offended  at  the  way  in  which 
Newman  proceeds  in  this  matter,  since  he  avoids  recognition  of  the 
improvements  instituted  under  my  administration,  while  he  im- 
plies my  responsibility  for  problems  he  describes  which  arose 
before  I  became  director. 

So  that  you  may  understand  what  we  have  actually  accomplished 
since  June  26,  1981,  allow  me  to  summarize  briefly. 

One,  the  Chicago  Housing  Authority  showed  not  onlv  a  balanced 
budget  for  the  first  time  in  5  years,  but  a  small  surplus  for  fiscal 
year  1982. 

Two,  the  Chicago  Housing  Authority  reduced  its  total  staff  by  ap- 
proximately 500  positions  since  May  1981.  A  general  hiring  freeze^ 
except  for  critical  positions,  is  still  in  efiect. 

Three,  while  the  Chicago  Housing  Authority  is  expensive  to  run, 
even  Newman's  data  shows  that  other  well  run  authorities,  like 
New  York  City,  are  higher.  With  the  substalntial  cost  controls  ef- 
fected in  1981,  the  Chicago  housing  authority's  PUM  is  actually  de- 
clining in  real  dollar  terms. 

Four,  the  Chicago  Housing  Authority  completed  its  first  two 
formal  written  union  contracts  in  its  history,  and  created  and  filled 
a  new  classification  called  utility  janitor,  a  semiskilled  position  to 
enhance  CHA's  maintenance  services  and  cut  costs  tremendously. 

Five,  the  authority  reorganized  and  redirected  its  modernization 
program  to  meet  its  emergent  and  long-term  rehabilitation  needs. 
Unfortunately,  HUD  has  been  sitting  on  approval  of  this  new  pro- 
gram since  November  30,  1981,  but  accuses  us  at  the  same  time  of 
being  dilatory. 

During  the  last  8  months,  the  authority  has  also  taken  strong 
measures  in  several  other  areas  long  of  concern  to  us  and  our  resi- 
dents. 

One,  the  tenant  selection  process  has  been  reconstituted  and 
reinvigorated,  providing  complete  background  profiles  on  all  pros- 
pective tenants. 

Two,  the  Chicago  Police  Department  took  ftill  control  for  security 
from  private  security  firms,  by  establishing  a  complete  public  hous- 
ing division  within  the  new  gang  suppression  unit  of  the  Chicago 
Police  Department  on  December  7,  1981. 

Three,  the  purchasing  policies  and  practices  of  the  authority, 
which  were  aJready  judged  as  conforming  to  accepted  business 
practice  by  Ernst  &  Whinney,  are  being  even  further  modernized 
into  a  completely  accountable  purchasing,  receivii^,  and  inventory 
system  through  a  new  computer  program  now  coming  on  line. 
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Four,  new  personnel  in  all  areas  of  the  authority's  operations 
have  been  recruited  and  hired  solely  on  the  basis  of  merit,  includ- 
ing over  half  of  our  local  development  managers. 

Five,  the  internal  reorganization  recommended  by  the  Ernst  & 
Whinney  report  began  the  day  after  I  became  executive  director. 

The  area  of  our  greatest  improvement  during  the  past  year  has 
been  with  the  budget.  The  authority  began  1981  with  an  aggregate 
deficit  of  $33.5  million,  with  the  expectation  that  that  defiat  would 
rise  to  $51  million  by  the  end  of  1981.  The  authority's  deficit  had 
been  the  result  of  several  inadequacies  in  the  performance  funding 
system,  which  as  you  know  is  the  formula  by  which  PHA's  have 
received  their  subsidies  since  1975. 

Among  these  inadequacies,  as  I  am  sure  you  have  heard  before, 
Mr.  Gi£urman,  are  the  following:  A  ceiling  placed  on  the  funding 
level  in  1975  was  already  exceeded  by  CHA  and  several  other  au- 
thorities which  have  therefore  been  penalized  every  year  since  the 
formula  was  introduced.  The  inflation  factor  used  in  the  formula 
has  been  consciously  underestimated  at  least  by  50  percent  by 
HUD  and  0MB  over  the  life  of  the  system.  Certain  factors,  such  as 
development  age,  building  structure,  crime,  and  so  forth,  are  not 
adequately  considered  in  PFS.  And  fhially,  utility  expenses  allowed 
by  PFS  do  not  reflect  current  consumption  levels  or  utility  rates. 

The  Chicago  Housing  Authority,  with  other  large  PHA's,  has 
been  strupglmg  with  the  PFS  since  its  inception.  Our  point  of  view, 
I  think,  finally  won  with  the  ABT  study  of  1979,  which  confirmed 
the  factors  noted  above  and  called  for  revisions  to  the  funding  for- 
mula. That  study,  incidentallv,  was  funded  by  HUD. 

Nevertheless,  facing  our  deficit  position  in  1981,  the  authority 
took  the  severe  necessary  steps  noted  above  to  curb  spending  and 
to  begin  to  reduce  its  growth.  As  I  said,  the  authority  not  only 
achieved  a  balanced  budget  in  1981  for  the  first  time  m  5  years, 
but  actually  showed  a  residual  balance  of  approximately  $200,000. 

Therefore,  instead  of  a  projected  $51  million  deficit,  the  authority 
actually  decreased  its  deficit  in  1981. 

Services,  especially  maintenance  services,  have  been  affected.  To 
offset  this,  however,  the  authority  created  a  new  job  classification, 
utility  janitor,  a  semiskilled  position,  to  make  up  for  the  service 
gaps  and  eventually  improve  overall  service  to  our  residents.  Of 
course,  this  has  also  made  CHA  very  competitive  with  other  PHA's 
in  the  ratio  of  maintenance  workers  to  units. 

CHA  still  has  a  way  to  go.  For  example,  we  still  have  severe 
problems  in  our  elevator  maintenance  and  rehab  program  that  we 
are  attempting  to  address  now. 

But  the  Chicago  Housing  Authority  has  fulfilled  its  public  trust 
and  improved  itself  substantially  during  the  past  year.  Some  of 
these  changes  should  be  described  as  revolutionaiy,  yet  the 
Newman  study  entirely  disregards  them,  and  instead  dwells  on  cli- 
ches and  old  newspaper  reports  attacking  individuals  personidly 
and  holding  back  progress  in  order  to  denigrate  subsidized  housing 
in  this  country  generally. 

Let  me  turn  at  this  time  to  the  more  general  issues  confronting 
all  public  housing  authorities  today. 

In  1981,  the  Federal  Government  initially  provided  85  percent  of 
the  funding  for  which  PHA's  were  eligible  until  Congress  approved 


Digitized  by  VjOOQ IC 


1269 

a  supplemented  appropriation  that  would  bring  all  authorities  to 
97  ¥2  percent  of  Pfo.  It  turns  out  that  even  that  figure  is  still  in 
question,  as  Mr.  Jones  commented,  and  the  supplemental  appropri- 
ation has  not  as  yet  been  released. 

Under  these  circumstances,  as  you  have  heard  from  other  mem- 
bers of  this  panel,  it  has  been  almost  impossible  to  budget  appropri- 
ately during  the  past  year.  In  1981,  CHA  received  $8  million  in 
modernization,  CIAP,  funds  for  emergency  rehab  needs.  Our  actual 
total  need  at  CHA  to  bring  all  our  structures  back  to  original 
building  standards  is  $221  m^lion.  The  true  modernization  require- 
ments of  PHA's  throughout  the  Nation  have  been  consistently  un- 
derfunded and  remain  so  today. 

For  1982  and  1983,  public  housing  authorities  are  most  concerned 
about  the  maintenance  of  PFS  as  the  standard  for  funding.  PFS 
has  inadequacies,  as  I  stated  earlier,  but  at  least  it  bears  some  rela- 
tionship to  the  true  needs  of  our  authorities. 

Unfortunately,  even  though  we  are  6  months  into  Federal  fiscal 
year  1982,  we  still  do  not  know  what  our  budgets  will  be,  even 
though  Congreaa  has  already  appropriated  funds.  We  have  also 
heard  that  when  the  fiscal  year  1982  subsidy  is  released,  it  may  be 
dispersed  at  75  percent  of  the  funds  that  are  available.  To  my 
knowledge,  that  was  not  and  is  not  the  intent  of  C!ongress.  We  are 
also  led  to  believe  that  our  utility  adjustment  factor  will  be  posted 
against  1981  funds  rather  than  1982  as  appropriated  by  Ck)ngress. 
We  are  further  concerned  about  a  reduction  in  funds  through  a 
newly  proposed  consumption  reduction  factor  that  no  one  yet 
seems  aole  to  compute. 

In  the  meantime,  HUD  has  raised  rents  of  all  of  our  residents  to 
25  percent  of  income  and  intends  to  raise  those  rents  further  to  30 
percent.  Food  stamps  may  also  be  computed  in  the  future  as 
income,  and  all  other  deductions  are  to  be  eliminated.  Half  of  our 
families  and  elderly  are  on  fixed  incomes;  97  percent  are  at  80  per- 
cent or  less  of  the  area's  median  income.  How  will  our  residents 
live  with  these  types  of  increases? 

We  are  told  thisit  the  1983  recommendations  for  public  housing 
will  provide  only  65  percent  of  our  eligible  funding  level  and  that 
modernization  funds  will  be  used  for  the  demolition  of  5,000  units 
nationwide.  No  new  housing  will  be  built. 

What  is  of  greater  concern  is  that  HUD  expects  to  fund  its  1983 
revisions  out  of  recisions  made  in  the  1982  budget.  This  is  hardly  a 
sound  revenue  source.  And,  of  course,  it  makes  us  concerned  again 
about  1982,  at  which  we  estimate  current  funding  at  about  80  per- 
cent of  PFS. 

Public  housing  authorities,  therefore,  have  ample  justification 
from  the  comments  I  have  made  this  afternoon  to  feel  threatened. 
Threatened,  not  simply  with  respect  to  their  budgets  but  witib 
regard  to  their  very  existence,  with  regard  to  their  very  ability  to 
maint^iin  operations  during  the  coming  year. 

But  as  I  indicated  earlier,  if  the  real  issue  at  hand  is  the  entire 
notion  of  subsidized  housing,  housing  for  those  most  in  need,  espe- 
cially during  hard  economic  times,  then  we  need  to  put  that  debate 
where  it  belongs,  in  Congress.  All  of  the  authorities  are,  I  believe, 
open  to  new  funding  methods  and  other  possible  types  of  manage- 
ment arrangements,  such  as  private  management,  but  the  future  of 
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public  housing  needs  to  be  discussed  openly,  frankly,  and  honestly 
m  C!ongress  before  important  decisions  are  made. 

In  the  meantime,  public  housing,  to  which  this  Nation  has  made 
an  enormous  and  continuing  commitment,  must  be  funded  ade- 
quately to  do  the  job  it  is  given  to  do. 

People  numbering  150,000  live  in  CHA,  40,000  units  in  over  1,000 
buildings,  currently  valued  at  over  $750  n^ion,  housing  people 
who,  b^use  of  market  and  economic  conditions,  basically  have  no- 
where else  to  go.  Public  housing  is  a  reality.  We  cannot  simply  or 
quietly  walk  away  from  it  in  the  hope  that  it  will  take  care  of 
itself.  It  is  our  responsibility,  yours  as  well  as  mine,  as  well  as  the 
administration's. 

I  sincerely  wish  to  thank  you,  Mr.  Chairman,  for  the  time  and 
forvour  consideration  of  this  very  important  matter.  Thank  you. 

Chairman  Gonzalez.  Well,  we  wish  to  thank  you  very  much  for 
a  verv  excellent  presentation.  I  admire  you  very  much,  and  con- 
gratulate you  on  your  achievements  since  you  have  assumed  the  di- 
rectorship, and  lament  very  much  that  you  did  get  a  hatchet  act  in 
the  form  of  the  so-C€dled  Newman  study. 

There  is  no  question  about  that.  However,  we  can't  get  our  hands 
as  yet,  an3rway,  on  such  a  report.  I  understand  that  HUD  doesn^t 
have  it,  at  least  up  until  now  it  does  not  admit  to  having  it,  but  has 
issued  only  a  sort  of  a  summcuy. 

Are  you  aware  if  the  report  has  formally  been  published? 

Mr.  MooNEY.  The  whole  way  in  which  the  report  has  been  dis- 
tributed, Mr.  Chairman,  I  think  is,  as  I  indicate,  not  only  unfair 
but  somewhat  disgraceful.  The  best  way  at  this  point  to  get  a  copy 
of  the  report  is  to  send  $12  to  the  Better  Government  Association 
in  Chicago,  and  thev  will  be  happy  to  forward  it  to  you.  We  have 
not  as  yet  at  the  Chicago  Housing  Authority  received  that  report 
formally,  although  I  understand  that  the  report  has  been  forward- 
ed to  the  city  of  Chicago. 

But  as  I  say,  the  only  way  at  this  point  that  I  have  a  copy  of  it, 
and  I  believe  I  have  one  in  my  office,  and  I  will  check  when  I  fffit 
back,  is  that  you  can  buy  it  through  this  particular  or^janization 
that  received  it  as  a  leak  on  its  way  to  the  Chicago  Sun  Tmies. 

Chairman  Gonzalez.  Well,  that  was  a  contracted  study  or 
survey,  wasn't  it? 

Mr.  MooNEY.  Yes;  it  was. 

Chairman  Gonzalez  The  question  I  had,  if  it  were  that  vital  and 
that  important  to  select  Chicago  for  the  study,  what  happened  to 
the  Inspector  General? 

Mr.  MooNEY.  The  way  that  the  study  was  presented  to  us  and  to 
the  mayor  in  Chicago  last  summer,  shortly  alter  I  became  director, 
was  that  it  would  be  an  attempt  by  HUD  to  assist  us  with  our  man- 
agement problems,  which,  as  1  say,  we  of  course  admit.  We  assured 
the  Secretary  of  our  complete  cooperation,  and  I  have  to  say  to  you 
in  all  honesty  we  have  given  more  than  what  was  due  to  the  study 
team  as  they  came  through.  In  fact,  in  many  instances  ihey  helped 
to  halt  some  of  the  other  important  projects  that  my  staff  had  been 
working  on,  because  we  have  attempted  to  cooperate  with  them. 

However,  at  some  point  during  the  course  of  that  study,  it 
became  quite  apparent  to  us  that  the  cooperation  we  were  ofTering 
was  decidedly  one  way,  and  it  became  further  clear  to  us  that  the 
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study  was  intended  to  criticize  the  Chicago  Housing  authority,  per- 
sonally attacking  members  of  the  board  of  commissioners  and 
others  associated  with  the  authority,  and  in  general,  I  think,  to  be 
used  in  Ck)ngress  against  public  housing  and  subsidized  housing  in 
this  country. 

Chairman  Gonzalez.  The  political  aspects,  the  members  of  the 
board  are  really  political.  That  is  a  political  branch.  I  know  that 
people  don't  like  to  use  the  word  ''political,"  but  it  is  a  policymak- 
ing body,  and  that  is  political.  So  I  imagine  that  what  happened 
there  was  that  Newman  somehow  or  other  decided  to  get  involved 
in  local  politics.  It  sounds  like  it  to  me. 

Mr.  MooNEY.  If  you  have  read  the  Chicago  Sun  Times  over  the 
last  week,  I  think  you  could  see  that  he  has  become  an  outstanding 
member  of  the  local  political  scene. 

Chairman  Gonzalez.  Thank  you  veiy  much. 

We  will  proceed  with  Mr.  Cleveland,  and  thank  him  for  his  pa- 
tience while  we  kind  of  diverted  here. 

Excuse  me,  Mr.  Cleveland.  I  understand  a  Mr.  Schuelke  is  with 
you. 

STATEMENT  OF  ROY  J.  CLEVELAND,  EXECUTIVE  DIRECTOR, 
NAVAJO  HOUSING  AUTHORITY,  WINDOW  ROCK,  NAVAJO 
NATION,  ARIZ.,  ACCOMPANIED  BY  JOHN  H.  SCHUELKE,  ATTOR- 
NEY 

Mr.  Cleveland.  Yes,  sir. 

Good  afternoon,  Mr.  Chairman.  I  would  like  to  thank  you  and 
the  members  of  the  subcommittee  for  inviting  me  to  this  hearing.  I 
also  would  like  to  have  our  entire  statement  and  attachment  be 
placed  in  the  record.  I  will  only  read  the  statement  for  this  hear- 
ing. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

Mr.  Cleveland.  Mr.  Chairman  and  members  of  the  subconmiit- 
tee,  my  name  is  Roy  J.  Cleveland.  I  am  executive  director  of  the 
Navajo  Housing  Authority.  I  have  with  me  our  attorney,  John  H. 
Schuelke,  to  assist  me  in  responding  to  any  questions  you  may 
have  about  our  housing  program. 

The  Navajo  Housing  Authority  is  the  largest  Indian  housing  au- 
thority both  in  area  and  in  population.  The  Navajo  Indian  Reserva- 
tion is  approximated  the  size  of  the  State  of  West  Virginia,  with  a 
population  of  152,694  persons.  The  projected  population  for  the 
year  1990  is  191,825. 

The  Navajo  Housing  Authority  was  charted  during  the  calendar 
year  1963.  Through  the  Department  of  Housing  and  Urban  Devel- 
opment-assisted public  housing  progrcuns,  we  have  constructed  and 
have  occupied  2,525  individual  dwelling  units.  We  have  661  imits 
under  construction,  and  another  1,365  units  in  various  stages  of 
planning.  We  have  applied  for  942  more  units  which  we  are  ready 
to  construct  if  we  receive  the  units. 

The  Bureau  of  Indian  Affairs  has  determined  that  the  current 
housing  inventory  on  the  Navsgo  Reservation  is  25,825  housing 
units.  Out  of  this  number,  only  7,537  are  considered  to  be  in  stand- 
ard condition.  The  remaining  18,288  units  are  in  substandard  con- 
dition. Many  of  these  units  are  in  a  hazardous  condition  due  to  de- 
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caying  roofis  and  walls  and  the  lack  of  proper  water  and  sanitary 
sewer  facilities.  The  current  immediate  need  on  the  Navigo  Reser- 
vation is  10,519  new  dwelling  units. 

The  housing  needs  for  all  Indian  communities  are  substantial. 
The  delivery  of  new  housing  to  Indian  communities  is  an  extremely 
complex  and  difficult  task.  Cultural,  religious,  and  political  factors 
often  appear  to  conflict  with  existing  housing  assistance  ap- 
proaches. In  addition,  the  remoteness  of  Indian  communities  and 
the  topographic  and  climatologic  conditions  add  to  this  complexity. 

The  imique  status  of  Indian  community  land  and  the  trust  rela- 
tionship between  the  recognized  tribes  and  the  Federal  Govern- 
ment, while  necessarv  to  protect  the  Indian  community,  has  tended 
to  further  restrict  the  funding  availability  for  safe,  decent,  and 
sanitary  housing  in  Indian  communities. 

Although  HUD  has  over  the  past  18  years  produced  over  28,000 
new  Indi£ui  housing  units,  it  is  estimated  that  more  than  60,000  ad- 
ditional units  will  be  required  to  satisfy  the  housing  needs. 

Indian  communities  are  at  the  mercy  of  the  almost  sole  source  of 
housing,  the  Federal  Government.  The  housing  delivery  system  in 
an  Indian  community  involves  the  intermingling  of  tliree  depart- 
ments of  the  Federal  Government,  builders,  developers,  pidbhc  fi- 
nance sources,  architects,  and  a  number  of  others,  it  is  estimated 
that  the  Indian  housing  authorities  which  use  Federal  development 
funds  presently  provide  90  to  100  percent  of  all  the  dwelling  imits 
for  low-income,  needy  families  residing  on  Indian  reservations. 

Indian  housing  authorities  have  relied  solely  on  Federal  public 
assistance  since  private  lending  institutions  and  private  builders/ 
developers  rarely  enter  Indian  communities  to  build  because  of  the 
trust  status  of  the  reservation  land. 

We  have  been  told  that  the  administration  proposes  to  eliminate 
funds  for  new  Indian  housing  units  for  fiscal  year  1982  and  1988 
because  of:  One,  high  construction  costs.  Two,  high  tenant  accounts 
receivable.  Three,  too  slow  a  delivery  system.  Four,  a  HUD  esti- 
mate that  there  are  14,000  to  15,000  units  already  in  the  pipeline. 
Five,  the  administration  wants  to  develop  program  alternatives. 

In  regards  to  high  construction  costs,  the  Navcgo  Housing  Au- 
thority has  developed  statistics,  copies  of  which  are  attached 
hereto,  from  which  you  will  note  that  the  average  cost  for  a  three- 
bedroom  dwelling  is  approximately  $65,000.  This  amount  includes 
dwelling  construction  cost  with  equipment  together  with  site  im- 
provements, land,  administrative  and  planning  expenses.  Tlie 
amount  cited  by  the  administration  is  $175,750  for  the  average 
dwelling  on  the  Indian  Reservations. 

They  fail  to  point  out  that  this  amount  includes  the  overhead  of 
HUD,  BIA,  and  IHS  as  well  as  the  interest  expense  necessary  to 
retire  the  indebtedness  over  a  period  of  years.  We  believe  that  if  all 
these  costs  were  added  to  private  housing,  that  private  housing 
costs  would  be  comparable  to  Indian  housing  costs. 

The  high  tenant  accounts  receivable  just  does  not  appl^  to  the 
Navajo  Housing  Authority.  Our  toted  delinquency  for  pubhc  rental 
was  approximately  6  percent,  and  for  mutual  help  11.6  percent  for 
fiscal  year  1981. 
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The  lengthy  delivery  time  is  caused  more  by  Federal  redtape  re- 
quirements than  Indian  Housing  Authorities.  All  of  the  Indian 
Housing  Authorities  in  the  State  of  New  Mexico  together  with  the 
Navajo  submitted  recommendations  to  the  Interagency  Task  Force 
to  Study  Indian  Housing,  copies  of  which  were  delivered  to  HUD. 
This  submittal  is  attached  hereto  for  your  information.  HUD  refers 
to  14,000  to  15,000  units  of  Indian  housing  being  ''in  the  pipeline". 

We  cannot  accept  this  figure.  We  have,  along  with  a  number  of 
other  Indian  Housing  Authorities,  requested  new  housing  units  on 
many  occasions  only  to  be  refused.  Recently,  when  pressed  by  sev- 
eral Indian  Housing  Authorities  from  New  Mexico,  HUD  finally 
admitted  that  there  were  only  1,609  units  in  the  pipeline  for  the 
entire  Region  IX  of  HUD.  Region  IX  serves  all  of  the  Indian  Hous- 
ing Authorities  in  California,  Nevada,  Arizona,  and  New  Mexico.  If 
there  are  units  in  the  pipeline,  we  would  like  these  units  delivered 
to  us  now. 

The  Navajo  Housing  Authority  has,  as  recently  as  March  8,  1982, 
filed  statements  in  opposition  to  the  administration's  proposal  to 
not  fund  Indian  housing  for  fiscal  year  1982  and  1983.  A  copy  of 
our  statement  is  attached  hereto  for  your  information.  The  Navcgo 
Tribal  C!ouncil  has  adopted  a  resolution  opposing  the  termination,  a 
copy  of  which  is  attached  hereto  for  your  information.  All  of  the 
Indian  Housing  Authorities  in  HUD's  Region  IX  have  adopted  a 
resolution  opposing  the  administration's  proposal,  a  copy  of  which 
is  attached  hereto.  Apparently  no  one  is  willing  to  listen. 

Indians  were  left  out  of  the  public  housing  for  25  years.  We  are 
behind  the  public  sector,  yet  when  termination  of  new  housing  is 
proposed,  the  Indian  is  one  of  the  first  to  be  eliminated.  Why?  The 
Indian  communities  have  the  greatest  need  for  new  housing.  We 
believe  it  is  unfair  and  inequitable  to  eliminate  new  Indian  hous- 
ing. 

The  United  States  has  a  responsibility  to  the  Indian  people  mor- 
ally and  by  numerous  treaties  to  supply  housing  to  Indians.  We 
have  proven  we  can  build  new  houses  and  efficiently  manage  the 
projects.  There  is  no  other  program  available  to  us.  Housing  pro- 
grams have  supplied  jobs,  business  opportunities,  and  community 
development  on  our  reservation.  Our  unemployment,  using  a 
conservative  estimate,  is  in  excess  of  50  percent. 

H.R.  5731  is  a  temporary  stopgap  by  proposing  4,000  new  units  of 
Indian  housing.  But  we  need  a  long-range  program  to  be  developed 
for  Indian  housing.  We  suggest  that  Indian  Housing  Authorities  be 
funded  directly  with  accountability  to  only  one  Federal  agency. 
This  would  address  all  the  concerns  of  the  administration  and  pro- 
vide much  needed  housing  now. 

We  would  welcome  an  opportunity  to  be  involved  in  developing 
such  a  program. 

Again,  Mr.  Chairman,  I  want  to  thank  you  for  the  opportunity  to 
be  at  this  hearing. 

In  addition,  there  is  one  other  comment  that  I  would  like  to  in- 
clude in  my  statement.  That  is,  previously  it  was  recommended  by 
the  administration  that  as  a  temporary  measure,  some  of  the  hous- 
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ing  funds  would  be  directed  to  water  and  sewer  facilities.  This  was 
a  temporary  measure.  The  administration  should  not  deoUigate 
itself  to  use  the  funds  for  the  4,000  units  for  water  and  sewer  facili- 
ties. •  1  V  X 

[Mr.    Cleveland's    prepared   statement,    with   attachments,   on 
behalf  of  the  Navcgo  Housing  Authority,  follows:] 
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Prepared  Statebcent  of  the  Navajo  Housing  AuTHORiry 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  Is 
Roy  J.  Cleveland.   I  am  the  Executive  Director  of  the  Navajo 
Housing  Authority.   I  have  with  me  our  attorney,  John  H.  Schuelke, 
to  assist  me  in  responding  to  any  questions  you  may  have  about  our 
housing  program. 

The  llavajo  Housing  Authority  is  the  largest  Indian  Housing 
Authority  both  in  area  and  population.   The  Navajo  Indian  Reservation 
is  approximately  the  size  of  the  State  of  West  Virginia  with  a 
population  of  152,694  persons.   The  projected  population  for  the 
year  1990  is  191,825. 

The  Navajo  Housing  Authority  was  chartered  during  the  calendar 
year  1963.   Through  the  Department  of  Housing  and  Urban  Development 
assisted  public  housing  programs  we  have  constructed  and  have 
occupied  2,525  individual  dwelling  units.   We  have  661  units  under 
construction  and  another  1,365  units  in  various  stages  of  planning. 
We  have  applied  for  942  more  units  which  we  are  ready  to  construct 
if  we  receive  the  units. 

The  Bureau  of  Indian  Affairs  has  determined  that  the  current 
housing  inventory  on  the  Navajo  Reservation  is  25,825  housing  units. 
Of  this  number  only  7,537  are  considered  to  be  in  standard  condition. 
The  remaining  18,288  units  are  in  substandard  condition.   Many  of 
these  units  are  in  a  hazardous  condition  due  to  decaying  roofs  and 
walls  and  the  lack  of  proper  water  and  sanitary  sewer  facilities. 
The  current  immediate  need  on  the  Navajo  Reservation  is  for  10,519 
new  dwelling  units. 

Housing  needs  for  all  Indian  communities  are  substantial. 
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The  delivery  of  new  housing  to  Indian  conmunltles  Is  an  extremely 
complex  and  difficult  task.   Cultural,  religious  and  political 
factors  often  appear  to  conflict  with  existing  housing  assistance 
approaches.   In  addition,  the  remoteness  of  Indian  comonmltles  and 
the  topographic  and  cllmatologlc  conditions  add  to  this  complexity. 
The  unique  status  of  Indian  community  land  and  the  trust  relationship 
between  recognized  tribes  and  the  Federal  government,  while  necessary 
to  protect  the  Indian  community,  has  tended  to  further  restrict  the 
funding  availability  for  safe,  decent  and  sanitary  housing  In  Indian 
communities.   Although  HUD  has  over  the  past  18  years  produced  over 
28,000  new  Indian  Housing  units.  It  Is  estimated  that  more  than 
60,000  additional  units  will  be  required  to  satisfy  the  housing  need. 

Indian  communities  are  at  the  mercy  of  the  almost  sole  source 

of  housing the  Federal  government.   The  housing  delivery  system  In 

an  Indian  community  Involves  the  Intermingling  of  three  departments 
of  the  Federal  government,  builders /developers,  public  finance 
sources,  architects  and  a  number  of  others.   It  Is  estimated  that 
Indian  Housing  Authorities  which  use  Federal  development  funds 
presently  provide  90  to  100  percent  of  all  the  dwelling  units  .for 
low  Income  needy  families  residing  on  Indian  Reservations. 

Indian  Housing  Authorities  have  relied  solely  on  Federal  public 
assistance  since  private  lending  Institutions  and  private  builders/ 
developers  rarely  enter  Indian  communities  to  build  because  of  the 
trust  status  of  the  reservation  lands. 

We  have  been  told  that  the  Administration  proposes  to  eliminate 
funds  for  new  Indian  Housing  units  for  FY  82  and  1983  because 
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(1)  high  construction  co8t8«  (2)  high  tenant  accounts  receivable, 
(3)  to  slow  a  delivery  system,  (4)  a  HUD  estimate  that  there  are 
14  to  15.000  units  already  "in  the  pipeline",  and  (5)  the  Adminis- 
tration wants  to  develop  program  alternatives. 

In  regard  to  high  construction  costs,  the  Navajo  Housing 
Authority  has  developed  statistics,  copies  of  which  are  attached 
hereto,  from  which  you  will  note  that  the  average  cost  for  a  three 
bedroom  dwelling  is  approximately  $65,000.  This  amount  includes 
the  dwelling  construction  cost  with  equipment  together  with  site 
improvements,  land,  administrative  and  planning  expenses.   The 
amount  cited  by  the  Administration  is  $175,750  for  the  average 
dwelling  on  Indian  Reservations.   They  fail  to  point  out  that  this 
amount  includes  the  overhead  of  HUD,  BIA  and  IHS  as  well  as  the 
interest  expense  necessary  to  retire  the  indebtedness  over  a  period 
of  years.   We  believe  that  if  all  of  these  costs  were  added  to 
private  housing  that  private  housing  costs  would  be  comparable  to 
Indian  housing  costs. 

The  high  tenant  accounts  receivable  just  does  not  apply  to 
the  Navajo  Housing  Authority.   Our  total  delinquecy  for  public  rental 
was  approximately  6  percent  and  for  mutual  help  11.5  percent  for 
FY  81. 

The  lengthy  delivery  time  is  caused  more  by  Federal  "red  tape" 
requirements  than  Indian  Housing  Authorities.   All  of  the  Indian 
Housing  Authorities  in  the  State  of  New  Mexico  together  with  the 
Navajo  submitted  recommendations  to  the  Inter-agency  Task  Force 
to  Study  Indian  Housing  copies  of  which  were  delivered  to  HUD.   This 
submittal  is  attached  hereto  for  you  information. 


94-931    0-82-32 
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HUD  refers  to  14  to  15,000  units  of  Indian  Housing  being  "in  Che 
pipeline".   We  cannot  accept  this  figure.  We  have  along  with  a 
number  of  other  Indian  Housing  Authorities  requested  new  housing 
units  on  many  occasions  only  to  be  refused.   Recently  when  pressed 
by  several  Indian  Housing  Authorities  from  Hew  Mexico  HUD  finally 
admitted  that  there  were  only  1609  units  "in  the  pipeline"  for 
the  entire  Region  IX  of  HUD.   Region  IX  services  all  of  the  Indian 
Housing  Authorities  in  California,  Nevada,  Arizona  and  New  Mexico. 
If  there  are  units  "in  the  pipeline"  we  would  like  these  units 
delivered  to  us  now. 

The  Navajo  Housing  Authority  has  as  recently  as  March  8,  1982, 
filed  statements  in  opposition  to  the  Administration's  proposal  to 
not  fund  Indian  Housing  for  FY  82  and  1983.   A  copy  of  our  statement 
is  attached  hereto  for  your  information.   The  Navajo  Tribal  Council 
has  adopted  a  resolution  opposing  the  termination,  a  copy  of  which 
is  attached  hereto  for  your  information.  All  of  the  Indian  Housing 
Authorities  in  HUD's  Region  IX  has  adopted  a  resolution  opposing 
the  Administration's  proposal,  a  copy  of  which  is  attached  hereto. 
Apparently  no  one  is  willing  to  listen. 

Indians  were  left  out  of  Public  Housing  for  25  years.  We  are 
behind  the  public  sector  yet  when  termination  of  new  housing  is 
proposed  the  Indian  is  one  of  the  first  to  be  eliminated.   WHY? 
The  Indian  communities  have  the  greatest  need  for  new  housing.  We 
believe  it  is  unfair  and  inequitable  to  eliminate  new  Indian  housing. 
The  United  States  has  a  responsibility  to  the  Indian  people  morally 
and  by  numerous  treaties  to  supply  housing  to  Indians.   We  have 
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proven  we  can  build  new  houses  and  efficiently  aanage  Che  projects. 
There  is  no  other  program  available  to  us.   Housing  prograas  have 
supplied  jobs,  business  opportunities  and  coonunity  development  on 
our  reservation.   Our  unenployment  using  a  conservative  estimate 
is  in  excess  of  50  percent. 

H.R.  5731  is  a  temporary  stopgap  by  proposing  4,000  new  units 
of  Indian  housing.   But  we  need  a  long  range  program  to  be  developed 
for  Indian  housing.   We  suggest  that  Indian  Housing  Authorities  be 
funded  directly  %rith  accountability  to  only  one  Federal  agency. 
This  would  address  all  of  the  concerns  of  the  Administration  and 
provide  much  needed  housing  now.   We  would  welcome  an  opportunity  to 
be  involved  in  developing  such  a  program.   Thank  you. 


Respectfully  submitted. 

The  Navajo  Housing  Authority 
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November  18,  1981 


INTER-AGENCY  TASK  FORCE  TO 

STUDY  INDIAN  HOUSING 
Bureau  of  Indian  Affairs 
Department  of  Interior 
Washington,  D.C.   202 AO 

Attn:  The  Honorable  Kenneth  Smith 
Assistant  Secretary 


Gentlemen: 

The  following  Is  a  Position  Statement  of  the  NEW  MEXICO 
INDIAN  HOUSING  AUTHORITIES. 

The  Department  of  Housing  and  Urban  Development  Public  Hou9* 
Ing  Program  for  Indians  Is  complex  and  difficult  to  deal  with  because 
of  many  factors.  The  apparent  root  of  the  problem  Is  the  guardlan-^rerd 
relationship  created  by  treaties  between  the  United  States  and  the 
various  Indian  Tribes  and  other  laws,  which  causes  difficulty  in  dealing 
with  the  land  status  for  each  particular  Tribe. 

The  present  Public  Housing  Program  which  Is  administered  by 
the  Department  of  Housing  and  Urban  Development  Is  the  only  effective 
Housing  Program  functioning  on  most  of  the  Indian  Reservations.  Grant- 
ed, the  Program  has  problems  and  in  the  opinion  of  this  group,  certain 
areas  definitely  require  improvement;  however,  the  undersigned  ere  ell 
opposed  to  changing  the  Program  from  the  Departoient  of  Housing  end 
Urban  Development  to  the  Department  of  the  Interior.  The  reasons  are 
numerous,  but  the  paramount  reason  is  the  concern  that  e  change  from 
one  department  of  the  Government  to  another  will  cause  extensive  delays 
in  the  Program.  The  undersigned  believe  that  the  better  approach  vould 
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be  to  continue  the  present  Prpgraa  under  the  Department  of  Housing 
and  Urban  Developoent,  but  oake  changes  t^ich  would  expedite  delivery 
and  lower  the  cost  of  housing  to  the  various  Tribes  and  the  Government* 
as  well.   With  this  thought  in  mind,  the  undersigned  would  like  to 
propose  the  following  changes  in  the  present  Program  which  would  reduce 
costs  and  delivery  time: 

1.  The  Inter-Oepartmental  Agreement  should  be  reviewed  and 
refined  to  effect  better  coordination  between  the  three  federal  agen- 
cies concerned  with  federal  housing,  and  one  agency,  preferably  HUD, 
should  be  designated  as  the  agency  having  the  lead  role  and  authority 
to  enforce  compliance  with  the  Inter-Departmental  Agreement. 

2.  The  HUD  regulations  should  be  changed  to  allow  the  re-use 
of  drawings  and  plans,  exchanged  between  the  various  Housing  Authorities, 
without  extensive  HUD  review,  since  the  plans  have  already  been  approved. 
This  would  diminish  the  delivery  time  substantially. 

3.  There  should  be  allowances  made  for  remoteness  in  deter- 
minins  costs  and  delivery  time. 

4.  A  review  of  the  Davis- Bacon  wage  rates  should  be  con- 
ducted to  determine  if  they  are  impacting  the  cost  of  Public  Housing 
Programs. 

3.  An  investigation  and  review  of  Indian  contract  preference 
should  be  conducted  to  determine  if  this  is  a  factor  in  increased  OOStS 
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and  if  it  is  impacting  the  delivery  systea  of  housing  to  the  Housing 
Authorities.  Tribes  should  have  the  option  to  choose  Indian  contract 
preference. 

6.  The  Department  of  Labor  should  be  included  in  an  Inter- 
Departmental  Agreement  since  labor  is  approximately  AOZ  of  the  cost  of 
housing  programs  and  the  Housing  Authorities  are  required  to  comply 
with  the  Department  of  Labor  requirements  in  apprenticeship  training, 
affirmative  action,  and  wage  rates. 

7.  HUD  should  be  authorized  to  grant  administrative  loans  to 
Indian  Housing  Authorities  for  the  purposes  of  pre-preliminary  investi- 
gation of  the  sites,  soils  investigations,  surveys,  archaeological 
clearances,  environmental  assessments,  etc.,  prior  to  issuing  Program 
Reservations. 

8.  HUD  should  consider  implementation  of  a  lease-purchase 
program  for  the  Indian  housing  rental  units.  This  has  been  proposed  on 
numerous  occasions  by  Indian  Housing  Authorities,  but  never  implemented. 

9.  HUD  should  consider  post-bid  negotiations  with  the  lovest 
responsible  bidder  for  conventional  construction  of  the  projects,  and 
also  allov  for  the  use  of  alternate  bidding  (additive  or  deductive). 

10.  HUD  should  be  required  to  delegate  approval  authority  to 
the  Field  Offices,  such  as  in  Phoenix  and  Albuquerque. 

11.  HUD  should  consider  the  granting  of  more  latitude  in  the 
application  of  Minimum  Property  Standards  to  consider  the  differences 
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in  climatic  conditions,  soils  conditions,  etc.,  on  the  various  Reser- 
vations. 

12.  HUD  should  proceed  immediately  to  an  Annual  Contributions 
Contract  after  Program  Reservation  to  curb  inflationary  factors  which 
are  involved  in  the  present  Program  between  Program  Reservation  and 
final  signing  of  the  Annual  Contributions  Contract. 

13.  Establish  higher  less-restrictive  threshholds  for  archaeo- 
logical and  environmental  clearances,  such  as  waiver  for  housing  projects 
of  less  than  200  units.  Approvals  by  several  Government  agencies  are 
unnecessary,  and  clearance  by  one  agency  should  be  sufficient. 

lA.  HUD  should  grant  incentives  to  Indian  Tribes  and  Housing 
Authorities  who  have  shown  they  can  deliver  the  housing  within  the 
costs  and  are  effecting  rent  collections  by  granting  the  particular 
Authority  new  housing  units.  This  means,  why  penalize  one  Indian  Tribe 
or  region  for  the  inefficiency  of  another  region? 

15.  HUD  should  change  the  present  approach  to  determining 
operating  subsidies  such  that  maintenance  and  rehabilitation  costs 
should  be  reflected  in  the  operating  subsidy  for  management  of  the 
projects. 

16.  A  fast  track  system  for  technical  review  process  should 
be  established  in  HUD.   For  example,  an  architect's  work  which  has  been 
previously  acceptable  to  HUD  should  not  require  such  a  lengthy  review 
as  a  new  architect's.  An  architect  who  is  using  plans  that  have  been 
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approved  before  should  not  be  subjected  to  the  same  lengthy  technical 
review.   Such  reviews  should  be  conducted  at  the  field  offices  rather 
than  the  Regions.   Reviews  should  be  completed  within  mandated  time 
periods. 

17.   The  position  of  Special  Advisor  to  the  Secretary  of  HUD 
for  Indian  Housing  should  be  filled  In  Washington,  and  that  person 
should  be  given  authority  and  responsibility  to  effect  more  efficient 
delivery  systems  of  public  housing  to  the  Indian  Tribes. 

Respectfully  submitted. 


NAVAJO  HOUSING  AUTHORITY 


JICARILLA  APACHE  HOUSING  AUTHORITY 
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Why  rescind  funding  for  new  Indian  Housing  units  for 
Fiscal  Year  1982?  Why  is  new  Indian  Housing  funding  omitted 
from  the  Fiscal  Year  1983  Budget?  These  questions  require  an 
immediate  answer. 

The  performance  of  the  United  States  with  respect  to 
Indian  Housing  is  most  disappointing.   Historically  the 
United  States  Congress  by  the  Housing  Act  of  1937  commenced 
low  income  public  housing  programs  for  all  qualified  American 
citizens  EXCEPT  American  Indians.   The  Department  of  Housing 
and  Urban  Development  (HUD)  was  the  Department  designated  to 
administer  the  program.   American  Indians  were  not  included 
in  public  housing  programs  until  1962,  twenty-five  years 
later. 

When  American  Indians  were  finally  included  in  public 
housing  programs,  it  was  determined  that  the  per  capita  need 
for  decent,  safe  and  sanitary  housing  was  greatest  among  the 
Indian  people.   HUD  was  the  governmental  agency  chosen  to 
manage  Indian  housing  programs. 

Has  the  need  for  new  Indian  housing  been  satisfied?  No. 
The  Comptroller  General's  Report  to  the  Congress  of  the 
United  States  of  March  31,  1978,  emphasized  that  substandard 
Indian  housing  increased  despite  federal  efforts  and 
recommended  that  Congress  redefine  the  national  policy  for 
Indian  housing  and  establish  a  centrally  administered  program 
with  realistic  goals  and  objectives.   Indian  leaders  were  not 
consulted  as  to  chan^\es  to  improve  the  Indian  housing  programs. 
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The  HUD  Annual  Report  to  Congress  FY  1979  expressed  high 
concern  over  delivery  cost  of  Indian  housing.   Even  after  this 
report,  Indian  leaders  were  not  asked  to  recommend  changes  for 
improvement  of  the  program.   Now  the  Reagan  Administration  has 
rescinded  funding,  in  effect,  terminating  new  Indian  housing. 

We  would  like  it  clearly  understood  that  Indians  are 
greatly  concerned  about  the  termination  of  funding  for  Indian 
housing.   Indian  Housing  Authorities  in  New  Mexico,  Arizona, 
Nevada,  and  California  have  reacted  strongly  against  the 
proposed  funding  cuts.   A  resolution  was  adopted  by  all  the 
New  Mexico  Indian  Housing  Authorities  opposing  the  proposed 
Zero  funding  and  making  recommendations  to  improve  the  program. 
The  Indian  Housing  Authorities  in  all  four  states,  in  a  joint 
resolution,  opposed  the  funding  cuts.   The  Navajo  Tribal 
Council  has  adopted  a  resolution  in  opposition  to  the  funding 
cuts.   Copies  of  these  documents    are  attached  for  the 
information  of  readers  of  this  statement. 

We  understand  there  is  a  bill  proposed  which  would  move 
Indian  housing  from  HUD  to  the  Department  of  the  Interior. 
Why  arc  we  not  asked  for  our  thoughts  and  recommendations? 
Again,  we  are  just  moved  around  without  even  the  courtesy  of 
telling  us  before  introducting  legislation. 

We  have  suggestions  andrecommendations  to  save  money. 
We  are  a  large  housing  authority  which  has  established  a  . 
successful  tract  record  in  housing.   Why  not  remove  all  red 
-ape? 
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Fund  the  Navajo  Housing  Authority  directly.   We  can  build  our 
own  houses.   We  don't  need  the  BIA,  IHS  or  HUD.   This  would 
lower  the  cost  of  our  housing  and  substantially  shorten  the 
delivery  time.  We  have  demonstrated  the  Navajo  ability  to 
build  houses  and  administer  housing  programs. 

The  Treaty  of  1868  between  the  United  States  and  the 
Navajo  Tribe  of  Indians  contained  promises  by  the  United 
States  to  provide  for  the  health,  education  and  well-being  of 
the  Navajo  people.   All  can  agree  that  a  decent,  safe  and 
sanitary  dwelling  is  included  in  these  promises. 

We  believe  the  United  States  has  failed  to  carry  out  its 
commitments.   The  Congress  left  Indians  out  of  public  housing 
programs  for  a  quarter  of  a  century.   Now  Indian  housing  is 
to  be  one  of  the  first  programs  to  be  terminated. 

Our  government  appears  to  be  more  concerned  about  foreign 
countries  than  its  own  people.   Billions  of  dollars  of  foreign 
aid  are  sent  from  our  country  every  year  all  over  the  world. 
Why  can't  our  people  come  first?  We  are  taxpayers  and  citizens 
of  this  country.   We  believe  priorities  should  be  re-evaluated. 
Take  care  of  our  American  people's  needs  first  and  if  there  is 
a  surplus,  then  send  aid  to  foreign  countries. 

Many  groups  profess  to  represent  the  Indians.   Because 
of  numerous  groups  making  representations  on  behalf  of  the 
Navajo  Nation,  the  Navajo  Tribal  Council  has  passed  a  resolu- 
tion  which  allows  only  authorized  representatives  of  the 
Navajo  Tribal  Govern-nent  to  speak  for  the  Navajo  Nation.   This 
position  statement  is  submitted  on  behalf  of  the  Navajo  Nation. 
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We  respectfully  request  answers  to  our  questions  of  why 
rescind  funding  for  new  Indian  housing  units  for  FY  1982  and 
why  is  funding  for  construction  of  Indian  housing  omitted  from 
the  FY  1983  budget?   Is  Congress  abdicating  its  responsibility 
and  treaty  obligations  to  the  Navajo  Nation?   Why  not  fund  the 
Navajo  housing  program  separate  from  other  Indian  housing? 

Your  response  will  be  sincerely  appreciated. 

Respectfully  submitted, 


NAVAJO  HOUSING  AUTHORITY 


James  T.  Nahkai,  Jrt 

Chairman 

Board  of   Commissioners 


94-931    0-82-33 
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CF- 16-82 

CLiss  "C*  Resolution 
^fo  RIA  Action  Pecuired. 


RESOLUTION  OF  THE 
NAVAJO  TRIBAL  COUNCIL 

Opposin-j  the  Termination  or  Transfer  of  the 

Departnent  of  Housin;;  and  Urban  Development 

Administered  Indian  Hous ing  Programs 


WHEREAS: 


1.  The  Navajo  Tribal  Council  chartered  the  Navajo  Housing 
Authority  as  a  non-profit  public  agency  during  the  calendar  year  1963 
to  enable  the  Navajo  Tribe  of  Indians  to  participate  in  low-income 
public  housing  programs  administered  and  funded  by  the  Department  of 
Housing  and  Urban  Development;  and 

2.  The  Navajo  Housing  Authority  has  constructed  2,636  dwelling 
units  throughout  the  Navajo  Nation  which  provide  decent,  safe  and  sanitary 
housin:;  for  approximately  13,000  people  who  previously  resided  In  substand- 
ard housing;  and 

3.  The  Navajo  Housing  Authority  has  under  construction  A52  dwell- 
ing units  which  will  house  2,200  Navajo  people  with  an  additional  1,330 
units  in  the  design  stages  which  will  ultimately  house  6,600  more  people; 
and 

A.  The  Navajo  Housing  Authority  program  is  presently  providing 
much  needed  decent,  safe  and  sanitary  housing  on  the  Navajo  Nation;  and 

5.  Recent  Bureau  of  Indian  Affairs'  surveys  have  revealed  that 
there  are  18,288  dwelling  units  on  the  Navajo  Reservation  In  substandard 
condition,  12,243  of  which  need  immediate  renovation  work,  while  10,519 
new  dwelling  units  are  needed;  and 

6.  The  Fiscal  Year  1933  Reagan  Administration  Budget  proposes 
no  new  funding  for  Indian  housing  programs;  and 

7.  The  Bureau  of  Indian  Affairs  is  seeking  to  have  the  Depart- 
ment of  Housing  and  Urban  Development  Indian  housing  programs  transferred 
to  the  Bureau  of  Indian  Affairs;  and 

8.  The  Navajo  Housing  Authority  submitted  a  position  statement 
June  29,  1981,  opposing  termination  of  Department  of  Housing  and  Urban 
Development  Indian  housing  programs,  to  numerous  Congressional  delegates 
and  committees;  and 
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9.   The  Navajo  Housing  Authority,  with  other  New  Mexico 
Housing;  Authorities,  has  submitted  a  letter  (Exhibit  "A"  attached 
hereto)  dated  November  13,  1981,  to  the  Inter-Agency  Task  Force  to 
Study  Indian  Housing  with  recommended  changes  which  could  expedite 
delivery  and  lower  the  costs  of  housing  to  the  various  tribes  and 
governments;  and 

10.   The  Navajo  Tribal  Council  believes  it  is  in  the  best 
interest  of  the  Navajo  Nation  for  the  present  Department  of  Housing 
and  Urban  Development  Indian  housing  programs  to  continue  with  appro- 
priation modifications  to  improve  the  program  as  suggested  in  the 
letter  of  November  18,  1981,  noted  above;  however,  rather  than  termi- 
nate the  program  the  Navajo  Nation  should  concur  with  the  transfer  of 
the  housing  program  to  another  federal  agency. 

NOW  THEREFORE  BE  IT  RESOLVED  THAT: 

1.  The  Navajo  Tribal  Council  hereby  strongly  opposes  the 
termination  of  the  Indian  housing  programs  presently  funded  and  adminis- 
tered by  the  Department  of  Housing  and  Urban  Development. 

2.  The  Navajo  Tribal  Council  further  opposes  the  transfer  of 
the  Indian  housing  programs  from  the  Department  of  Housing  and  Urban 
Development  to  the  Bureau  of  Indian  Affairs  and  favors  the  modifica- 
tions of  existing  programs,  as  recommended  in  Exhibit  "A"  attached 
hereto,  or  in  the  alternative,  approves  the  transfer  of  the  housing 
programs  to  a  federal  agency  other  than  the  Bureau  of  Indian  Affairs, 
if  it  would  mean  continuation  of  the  programs. 

3.  The  Navajo  Tribal  Council  opposes  the  Block  Grant  concept 
where  Indian  housing  funds  would  be  remitted  to  the  several  states  for 
transmittal  to  the  Indian  tribes. 

4.  The  Chairman,  Navajo  Tribal  Council,  is  authorized  and 
directed  to  present  this  resolution  to  President  Ronald  Reagan  and  all 
others  he  deems  appropriate  to  contact  for  the  best  interest  of  the 
Navajo  N'ation. 

CERTIFICATION 

I  hereby  certify  that  the  foregoing  resolution  was  duly  con- 
sidered by  the  Navajo  Tribal  Council  at  a  duly  called  meeting  at 
Window  Rock,  Navajo  Nation  (Arizona),  at  which  a  quorum  was  present 
and  that  same  was  passed  by  a  vote  of  68  in  favor  and  0  opposed,  this 
Uth  day  of  February,  1982.  '    ^ 


Vice  Chairman 

Navajo  Tribal  Council 
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RESOLUTION  OF  INDIAN  HOUSING  AUTHORITY  IN  THE 
STATES  OF  CALIFORNIA,  NEVADA,  ARIZONA  AND  NEW 
MEXICO 


1.  HUD,  through  its  Region  IX  office  provides  funding 
and  administrative  assistance  to  Indian  Housing  Authorities  located 
in  the  States  of  California,  Nevada,  Arizona  and  New  Mexico;  and 

2.  It  is  understood  that  funding  for  new  Indian  housing 
dwelling  units  may  be  interrupted  or  terminated;  and 

3.  The  Federal  Government  has  special  obligations  to 
Indian  people  to  provide  safe,  decent  and  sanitary  housing  as  has 
been  furnished  through  the  HUD  Indian  Housing  Programs  for  approxi- 
mately 20  years;  to  abdicate  this  responsibility  would  be  a  breach 
of  its  leagal  and  moral  obligation  to  Indian  people;  and 

4.  The  consequences  of  such  proposed  action  would  have 
such  drastic  and  far  reaching  effects  that  this  group  is  compelled 
to  state  its  position  and  made  alternate  recommendations  to  improve 
and  continue  the  program  furnishing  much  needed  housing  to  Indian 
people. 

BE  IT  RESOLVED  THAT: 

1.  All  of  the  Indian  Housing  Authorities  in  California, 
Nevada,  Arizona  and  New  Mexico  demand  the  continuation  of  the 
Indian  Housing  Program  with  funding  at  a  level  to  meet  the  Federal 
Government's  legal  and  moral  responsibilities  to  Indian  people. 

2.  Housing  Programs  for  Indian  people  be  expanded  so 
all  Indian  people  could  participate  in  different  Federal  housing 
programs  just  as  their  non-Indian  counterparts. 

3.  The  Federal  Government  involve  representative  Indian 
people  in  reformulating  Indian  Housing  Programs  to  reduce  the  cost 
and  speed  the  delivery  of  Indian  housing. 

4.  It  is  recommended  that  the  duty  to  provide  Indian 
housing  remain  the  responsibility  of  HUD. 

5.  This  resolution  be  delivered  to  administration  officials. 
Congressional  delegations  of  the  four  states  and  other  persons 
involved  with  Indian  housing. 

6.  Roy  J.  Cleveland  sign  as  Chairman  and  Wayne  Chico  as 
Secretary  of  the  meeting  on  the  certification  of  this  resolution. 

CERTIFICATION 
We  hereby  certify  that  the  foregoing  resolution  was  duly  considered 
and  adopted  by  the  Indian  Housing  Authorities  of  California,  Nevada, 
Arizona  and  New  Mexico  at  a  duly  called  meeting  at  Phoenix,  Arizona, 
on  the  13th  day  of  January,  1982. 


/^..X. 
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Chairman  Gonzalez.  Yes,  I  am  very  much  aware  of  that,  be- 
cause I  was  the  only  one  on  the  floor  when  the  appropriation  for 
the  Interior  came  up,  and  I  fought  that. 

I  am  going  to  have  to  recess  for  about  25  to  50  minutes,  and 
resume  at  the  end  of  that  time. 

[Whereupon,  a  brief  recess  was  taken.] 

Chairman  Gonzalez.  The  subcommittee  will  resume. 

Mr.  Cleveland  and  Mr.  Schuelke,  again  thank  you  for  being  pa- 
tient. We  apologize  profusely.  There  is  not  much  we  can  do.  We 
had  one  of  those  unusual  things.  This  has  not  happened  in  quite 
some  time. 

Well,  let  me  just  comment  generally  that  we  have  been  extreme- 
ly concerned,  and  of  course  the  very  sony  record  and  now  the  ad- 
ministration's hard-heartedness  is  very  difficult  to  imderstand.  And 
I  think  you  realize  that  our  bill,  which  is  what  we  are  traveling  on 
in  these  hearings,  5731,  is  really  sort  of  a  survival  bill.  It  is  not 
what  I  would  present  if  it  were  just  me  asking,  but  it  is  just  a  bare- 
bones  survival  bill,  and  particularly  in  the  case  of  Indian  housing. 

And  there  is  nobody  that  is  more  conscious  of  the  fact  that  we 
ought  to  have  some  single-agency  responsibility  than  I  am.  And  I 
thmk  the  msgority  of  the  Members,  at  least  on  the  msgority  side, 
are  very  well  aware  what  are  the  housing  needs  of  the  Indian  com- 
munities in  our  country.  Unfortimately  this  is  not  generally  true  of 
the  migority  of  the  Members  of  the  House,  or  for  that  matter  the 
Senate. 

But  I  will  be  very  frank  with  you.  I  never  thought  that  I  would 
see  the  day,  while  serving  in  the  Congress,  that  such  a  wholesale 
abdication  of  a  responsibility  or  a  commitment  that  Congress  has 
made  to  Indian  Tribes,  belatedly  in  the  case  of  Indian  housing, 
true,  as  proposed  by  this  administration. 

HUD  is  proposing  soon  to  establish  the  minimum  rents  for  public 
housing  tenants  equal  to  the  cost  of  utilities.  I  was  thinking  during 
your  presentation,  if  the  administration  is  sincerely  interested  in 
vacating  in  favor  of,  say,  private  enterprise  in  the  case  of  public 
housing  or  the  States  in  the  case  of  general  Federal  programs  and 

Eolicies,  such  as  advocated  in  the  New  Federalism,  I  want  to  know 
ow  it  is  going  to  privatize  Indian  housing. 

I  mean,  what  capacity  is  there  without  Federal  assistance?  And 
of  course,  I  agree  with  the  statement  made  by  Mr.  McCauley  and 
one  or  two  of  the  other  witnesses  that  clearly  impugn  the  motives 
of  the  administration.  After  1  year  and  1  month  as  of  the  date  of 
the  last  appearance  of  the  Secretary  of  HUD,  I  am  firmly  con- 
vinced that  the  administration  is  intending  to  kill  off  the  programs, 
not  have  them  last  even  to  give  them  to  the  States. 

And  in  the  case  of  Indian  housing,  there  is  no  question  that  they 
are  zeroing  it  out  in  the  budget  recommendations,  which  clearly 
shows  that  they  have  made  a  decision  that  they  are  not  going  to  be 
for  Indian  housing.  But  how  in  the  world  could  this  program  be 
privatized? 

Mr.  Cleveland.  Mr.  Chairman,  I  do  not  see  any  possibility  of  a 

Erivate  enterprise  to  come  on  a  reservation  ana  try  to  develop 
ousing,  especially  the  low-income  housing.  We  have  stated  in  our 
report  that  the  land  status  has  a  great  d^  to  do  with  the  private 
or  anybody  coming  on  the  reservation,  developing  housing  or  com- 
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munities.  The  way  the  land  is  structured,  you  cannot  put  a  lien  on 
ttie  land.  So  it  would  make  it  virtually  almost  impossible. 

You  probably  could  use  some  other  type  of  collateral,  but  geneiv 
ally  they  would  like  real  estate  in  their  dealings.  So  therefore,  pri- 
vate industry  would  have  a  very  difficult  time,  if  not  impossible,  in 
developing  housing,  like  I  said,  especially  low-income  housing  on 
the  reservations. 

And  a  lot  of  the  people  that  are  on  the  reservation  do  not  have 
the  income  to  service  the  debt.  And  the  way  our  economy  is  right 
now,  we  use  the  50  percent  figure,  in  excess  of  50  percent,  but  our 
unemployment  rate  is  a  lot  higher  than  that. 

So  how  can  we,  if  there  is  no  money,  if  there  is  no  employment, 
how  do  we  get  people  to  have  housing  or  pay  for  housing? 

Chairman  Gonzalez.  Well,  there  are  some  of  us  here  who  are 
pl^lged  to  the  commitment  and  we  will  continue. 

We  do  have  the  situation  where  we  have  two  other  witnesses 
that  have  been  waiting  very  patiently,  and  one  of  them  does  have 
an  emergency  situation  with  respect  to  catching  a  plane.  But  I  did 
not  want  to  dismiss  the  panel  unless  we  give  an  opportunity  to  Mr. 
Schuelke,  in  case  you  have  some  statement  to  make  or  a  question 
to  raise.  I  think  we  should  recognize  you.  You  have  come  all  the 
way  here  and  we  appreciate  it. 

Mr.  Schuelke.  Tliank  you,  Mr.  Chairman.  I  do  not  have  any  par- 
ticular statement.  However,  we  are  concerned  about  a  possibiUty  of 
losing  our  housing  entirely,  which  appears  to  be  on  the  horizon. 
And  we  believe  that  Congressman  Udall  is  presentlv  proposing  to 
sponsor  legislation  which  would  in  effect  transfer  the  housing  re- 
sponsibility from  HUD  to  the  Bureau  of  Indian  Affairs. 

We  have  not  had  an  opportunity  to  analyze  the  bill.  However,  we 
are  very  concerned  that  in  any  such  transition  there  is  a  delay  in 
implementing  a  program  to  the  extent  that  we  may  be  without 
housing  for  1  year  or  longer.  And  we  would  like  you  to  know  that 
such  legislation  is  apparently  going  to  be  proposed. 

Chairman  Gonzalez.  I  appreciate  that. 

Mr.  Schuelke.  But  our  concern  is,  we  just  do  not  feel  that  our 
program  can  be  interrupted.  We  are  25  years  behind  now  and  if  it 
is  interrupted  any  further  it  probably  will  die. 

Chairman  Gonzalez.  I  really  appreciate  you  informing  me,  be- 
cause I  have  had  no  commimication  from  Mr.  Udall,  not  at  this 
point.  I  think  we  had  some  last  year,  but  that  was  with  respect  to 
the  continuing  resolution  on  appropriations  for  the  Department  (^ 
the  Interior,  the  Subcommittee  on  Appropriations.  Sid  Yates 
brought  the  matter  up,  and  even  there  they  had  no  communication 
with  me. 

It  just  so  happens  I  made  it  a  point  to  be  there  on  the  House 
floor  and  raised  the  issue  on  the  record  two  times  last  year.  So  I  do 
not  know,  but  you  know,  being  informed  is  half  the  battle  won. 
And  I  will  anticipate  and  make  sure  that  I  contact  Mo  Udall,  a 
very  Rood  friend,  and  find  out  exactly  what  his  intentions  are  and 
if  he  nas  prepared  the  bill  and  will  get  a  copy  of  it.  So  we  will  be 
looking  for  it. 

Mr.  Schuelke.  We  would  certainly  appreciate  that,  Mr.  Chair^ 
man. 
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And  we  understand  that  your  bill  is  a  temporary  measure.  We 
would  really  appreciate  it. 

Chairman  GtONZALEZ.  It  is  a  lifeline.  In  your  statement  you  as- 
sessed it  correctly  that  it  does  not  address  itself  to  the  fundcunental 
problem.  I  will  grant  that,  but  this  is  just  a  survival. 

Mr.  ScHUELKE.  We  certainly  appreciate  that,  Mr.  Chairman. 
Thank  you. 

Chairman  Gonzalez.  Thank  you  very  much,  and  thank  you  for 
taking  your  time  and  being  with  us.  We  will  continue  to  be,  as  our 
staffs  have  been  with  yours,  in  communication  with  you. 

Mr.  Cleveland.  Thank  you,  Mr.  Chsdrman. 

Chairman  Gonzalez.  We  now  wish  to  recognize  Mr.  Robert  E. 
Esrey,  the  president  of  the  National  Apjartment  Association,  and 
Mr.  Ron  Shiffoian,  the  director  of  the  Pratt  Institute,  New  York 
City,  Center  for  Community  and  Environmental  Development. 

Let  me  say  right  at  the  outset  that  I  apologize  for  all  of  this 
delay  and  thank  you  for  your  patience.  And  I  am  also  aware  that 
you  have  a  problem  with  respect  to  catching  a  plane.  So  we  will 
recognize  you  right  away,  Mr.  Esrey, 

STATEMENT  OF  ROBERT  E.  ESREY,  PRESIDENT,  NATIONAL 
APARTMENT  ASSOCIATION,  ACCOMPANIED  BY  SCOTT 
SLESINGER,  GENERAL  COUNSEL 

Mr.  Esrey.  I  am  very  appreciative,  Mr.  Chairman.  I  know  the 
delay  was  not  of  your  doing. 

Good  afternoon  to  you,  sir,  and  members  of  the  subcommittee. 
My  name  is  Robert  Esrey  and  I  am  president  of  Robert  E.  Esrey  & 
Co.,  an  income  property  management  firm  in  Kansas  City,  Mo.  As 
president  of  the  National  Apartment  Association,  I  am  testifying 
today  on  behalf  of  our  membership,  which  includes  over  45,000 
owners,  developers,  and  managers  of  multifamily  housing  through- 
out the  Nation.  The  NAA  is  a  trade  association  exclusively  repre- 
senting the  multifamily  housing  industry. 

Accompan3ring  me  today  is  our  general  counsel,  Scott  Slesinger. 

Mr.  Chairman,  I  request  that  my  statement  be  printed  in  the 
record,  which  I  will  read. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

Mr.  Esrey.  Thank  you,  Mr.  Chairman. 

Before  I  begin  my  discussion  of  H.R.  5731,  the  Housing  and  Com- 
munity Development  Amendments  of  1982,  and  H.R.  5568,  the 
Home  Mortgage  Capital  Stability  Act,  I  would  like  to  present  a 
general  overview  of  the  state  of  the  rental  housing  market  in  our 
great  Nation. 

Nationally,  the  vacancv  rate  stands  at  a  record  low  of  5  percent. 
However,  the  rental  market  varies  considerably  across  the  coimtry. 
Last  year,  1  out  of  every  8  unsubsidized  rental  starts  were  in  Hous- 
ton, Tex.,  where  vacancies  were  held  below  5  percent.  Minneapolis, 
Minn.,  Dallas,  Tex.,  and  Phoenix,  Ariz.,  also  have  had  considerable 
construction  and  continue  to  have  low  vacancy  rates.  On  the  other 
hand,  according  to  Advance  Mortgage  Corp.,  Washington,  D.C., 
Boston,  Mass.,  and  Atlanta,  Ga.,  ususdly  tight  rental  markets,  are 
experiencing  growing  vacancy  rates  due  to  the  doubling  up  of  unre- 
lated persons. 
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Some  rental  residents  no  longer  see  homeownership  as  the  ulti- 
mate hedge  against  inflation — a  view  espoused  now  by  some  econo- 
mists. Variable  interest  rate  mortgages  have  contributed  to  an  in- 
crease in  the  risks  and  liabilities  in  homeownership  that  were 
absent  a  few  short  years  ago.  Thus,  the  demand  for  rental  housing 
is  increasing.  In  some  areas,  this  means  a  need  for  new  construc- 
tion; in  other  areas,  it  means  an  increase  in  young  adults  moving 
back  home  or  resorting  to  doubling-up. 

Total  multifamily  rental  starts  for  1981  totaled  approximately 
174,000  imits  nationwide.  Of  those,  approximately  two-thirds  were 
government-assisted.  The  high  costs  of  labor  and  materials,  in  oon- 
jimction  with  potentially  more  profitable  investments  elsewhere, 
have  discouraged  new,  unsubsidized  rental  construction. 

However,  the  single  most  significant  factor  today  is  that  in  none 
but  the  most  exceptional  community  can  a  developer  build  in  the 
present  interest  rate  climate  imless  investors  conunit  considerable 
equity,  sometimes  as  high  as  50  percent.  In  many  areas,  developers 
cannot  build  affordable  imits  and  carry  the  interest  charges,  so 
they  must  wait  on  the  sidelines. 

The  tightening  of  the  market  has  allowed  rents  to  increase. 
During  the  inflationary  1970's,  the  price  of  a  single-femtiily  home  in- 
creased 194  percent,  outpacing  the  increase  in  the  Consumer  Price 
Index  for  all  goods  and  services.  On  the  other  hand,  rents  increased 
at  an  average  of  only  5.3  percent  per  year  or  about  half  that  of 
homeownership. 

With  inflation  moderating,  1981  was  the  first  year  since  1977 
that  the  CPI  for  rents  almost  equalled  that  for  all  goods  and  serv- 
ices. Despite  the  comparable  moderation  of  rent  increases,  many 
governments,  in  the  face  of  a  dwindling  supply  of  housing  and  in- 
creased tenant  demands  for  assistance,  have  imposed  limits  on  the 
rents  that  can  be  charged  by  owners. 

Numerous  studies  have  shown  that  the  impact  of  rent  control  on 
rental  housing  is  counterproductive.  Investors  simply  will  not 
invest  in  rental  housing,  but  would  rather  use  their  fUnds  in  other 
investment  opportunities  which  do  not  have  profit  ceilings.  Mean- 
while, present  owners  in  rent-controlled  communities,  unable  to 
make  a  fair  profit,  look  to  convert  their  units  to  condominiums, 
further  decreasing  the  amount  of  rental  stock. 

Every  study  shows  that  when  an  owner's  income  is  kept  artifi- 
cially low  by  rent  control,  maintenance  is  the  first  expense  to  be 
deferred,  leading  to  a  deterioration  of  the  housing  stock,  a  situation 
most  dramatically  shown  in  New  York.  As  rents  are  held  below  the 
required  return,  the  controlled  units  are  reassessed  for  real  estate 
tax  purposes,  limiting  the  city's  ability  to  serve  its  constituents  or, 
more  likely,  shifting  the  tax  burden  onto  homeowners. 

Rent  control,  or  even  the  fear  of  rent  control,  makes  all  but  the 
most  speculative  investors  avoid  the  rental  market. 

Mr.  Chairman,  national  legislation,  much  of  which  originated  in 
this  room,  has  made  this  the  best-housed  country  in  the  world.  The 
thrift  institutions'  link  to  housing,  the  long-term  level  payment 
FHA  mortgage,  rental  construction  for  the  poor,  local  grants  for 
housing  infrastructure,  and  the  homeownership  interest  deduction 
have  significantly  improved  the  housing  available  to  our  dtizcois. 
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The  important  remaming  piotdem  is  making  housing  affiardaUe 
to  the  poor.  We  believe  the  new  defxedatxm  sdieduks,  minor 
changes  in  the  taz-ezen^  bcxKl  legislaticm,  and  lowered  interest 
rates  will  make  it  possible  fin-  the  Federal  Govi^nment  to  limit  its 
direct  efforts  in  omstniction  housing  for  the  poor.  However,  a  pro- 
gram will  be  necessary  to  make  boosing  affwdable  for  those  fomi- 
Ues  who  cannot  afford  market  raits.  'Hie  President's  CommisBion 
on  Housing  and  the  administration  are  clearly  moving  in  that  di- 
rection^  based  <m  the  success  of  the  secticm  8  existing  program. 

We  believe  a  raital  assistance  voucher  could  work.  However,  sev- 
eral serious  inx)bl»ns  exist  with  the  pn^xisal  presented  thus  for  by 
the  adminisbnation.  If  the  assistance  is  sufiBcient  to  make  the  poor 
true  consumers  in  the  rental  market  and  if  the  volume  of  persons 
served  by  the  program  is  large  enou^  to  make  those  eUJ^le  a 
force  in  the  marketplace,  I  am  omfident  that  the  private  sector 
will  provide  efiBdent,  quality  units. 

Mr.  Chairman,  the  private  market  cannot  support  all  the  needed 
housing,  espedally  in  this  time  of  hi^  interest  rates.  Therefore,  we 
strongly  support  funding  for  section  8  projects  that  have  commit- 
ments. As  you  know,  many  developers  have  in  good  faith  spent  con- 
siderable nmds  based  on  the  section  8  conmiitments  they  hold. 
However,  the  administration  proposes  to  rescind  those  commit- 
ments already  in  the  pipeline  for  projects  that  are  unable  to  re- 
ceive affordable  financing. 

We  endorse  section  ^5  of  the  bill  that  would  continue  the 
GNMA  tandem  program.  We  note  that  last  year  the  administration 
did  support  funding  of  the  GNMA  pipeline.  Such  a  move  will  in- 
crease both  employment  and  the  rental  housing  supply  faster  than 
any  other  program  this  conmiittee  could  support. 

We  appLaud  the  introduction  of  your  housing  construction  pro- 
gram, which  is  targeted  to  communities  that  are  most  in  need. 
Your  approach  wisely  avoids  the  multiyear  commitment  problem 
that  doomed  the  section  8  construction  program.  The  targeting  pro- 
vision could  be  advantageous  in  constructing  housing  where  the 
conventional  market  is  unable  to  meet  the  housing  demand.  We 
offer  two  suggestions: 

One,  the  subsidy  required  to  construct  and  amortize  the  debt  on 
rental  housing  is  veiy  high,  especially  if  labor  rates  are  excessive. 
ScN^on  318  of  the  bill  requires  that  Davis-Bacon  rates  be  paid  to 
workers  on  projects  financed  imder  this  bill.  There  is  no  question 
that  Davis-Etacon  forces  wages  up  to  the  point  that  units  built  for 
the  poor  are  sometimes  the  most  expensive  units  in  the  area. 

By  deleting  that  section  of  the  bill,  significantly  more  units  can 
be  built  with  the  same  dollars.  At  a  time  when  there  is  a  serious 
ne^  for  this  housing  and  when  unemployment  is  high,  it  is 
unconscionable  to  waste  precious  Federal  resources  by  requiring 
that  already  highly  {Mud  construction  workers  in  federally  assisted 
housing  projects  receive  higher  wages  than  those  in  non-federally 
assisted  projects.  In  addition,  the  present  appraiticeship  provision 
discriminates  against  younger  workers,  women  and  minorities. 
Clearly,  Davis-Bacon  has  outlived  its  usefulness. 

Two,  section  313  defines  the  area  eligibility  cri*  The      tn  is 

to  target  where  subsidized  construction  is  most  nei  1.  Um  in- 
nately, the  criteria,  such  £U3  the  duration  of  rental  hu  ^         i- 
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cies  and  the  extent  of  rental  housing  production  lag,  in  many  i 
define  the  direct  effect  of  rent  control. 

We  beheve  it  is  wrong  to  reward  localities  which,  through  local 
ordinances  such  as  rent  control,  created  their  own  housiiig  prob- 
lems. Such  communities  do  not  deserve  to  be  targeted.  A  better  use 
of  scarce  Federal  dollars  is  to  help  those  communities  trjring  to 
grapple  with  and  realistically  solve  their  rental  housing  problemB. 

Mr.  Chairman,  we  would  also  like  to  say  a  few  words  about  HJL 
5568,  introduced  by  Mr.  St  Germain.  The  thrift  institutions  are 
clearly  in  serious  trouble  and  the  cost  of  saving  them  will  be  tre- 
mendous if  interest  rates  do  not  moderate.  Savings  and  loans  and 
mutual  savings  banks  hold  over  $55  billion  in  multifamily  mort- 
gages. Mutual  savings  banks,  which  are  limited  primarily  to  the 
Northeast,  hold  a  greater  volume  of  such  mortgages  than  all  the 
commercial  banks  in  the  country. 

Our  association,  while  taking  no  position  on  particular  legisla- 
tion affecting  savings  and  loans,  urges  this  body  and  the  adminis- 
tration to  ease  the  fears  held  by  many  that  a  run  on  the  thrifts 
could  occur,  leading  to  a  collapse  of  confidence  in  all  financial  insti- 
tutions. Whatever  is  done,  the  public  must  be  convinced  that  thdr 
savings  deposits  are  safe. 

The  caption  to  H.R.  5568  cites  another  important  reason  to  save 
the  thrifts— ''to  insure  the  availability  of  financing  for  housing." 
Rental  property  is  a  good  investment  for  the  thrifts.  However,  the 
value  of  any  real  estate  security  is  a  factor  of  the  income  the  prop- 
erty can  generate. 

Any  local  ordinance,  or  even  the  threat  of  one,  that  would  limit 
the  possible  earnings  of  the  property  eliminates  prudent  investors. 
Such  laws  imperil  the  institution  and  increase  the  exposure  of  in- 
surance funds  which  back  regulated  lenders.  At  a  minimum,  it 
causes  the  risk  to  substantially  increase,  so  lenders  raise  the  inter- 
est rate.  This  increases  the  cost  of  the  project,  requiring  the  rent  to 
also  increase,  making  units  less  affordable. 

We  want  and  need  thrifts  to  invest  in  multifamily  housing.  To  do 
so  requires  some  assurance  that  their  investment  is  safe.  Therefore, 
we  urge  that  an  amendment  be  passed  providing  that  any  project 
financed  by  a  loan  from  a  federally  insured  institution  be  exempt 
from  rent  control.  This  proposal  has  the  endorsement  of  the  Presi- 
dent's Housing  Ciommission. 

Such  an  amendment  would  protect  the  lending  institutions,  the 
Federal  Government  through  its  depository  insurance  agendeB, 
and  will  lead  to  the  construction  of  multifamily  housing.  The  alter- 
native is  that  nonsubsidized  rental  housing  will  not  be  built,  even 
when  interest  rates  decline,  in  communities  with  rent  control  or 
the  threat  of  rent  control. 

Governments  will  then  be  asked  to  provide  the  needed  supply.  At 
a  time  of  limited  Federal  funds  for  construction,  freeing  private  en- 
terprise to  build  units  would  be  a  most  cost  effective  program. 

This  concludes  my  statement.  Thank  you  for  the  opportunity  to 
express  the  views  of  the  National  Apartment  Association,  and  I 
will  be  happy  to  try  to  answer  any  questions  you  may  have. 

[Mr.  Esrev's  prepared  statement,  on  behalf  of  the  National 
Apartment  Association,  follows:] 
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Prepared  Statement  of  Robert  E.  Esrey,  President,  National  Apartment 

Association 

Mr.  Chairmam  and  Members  of  the  Committee: 

My  name   is  Robert  Esrey,  and  I  am  President  of  Robert  E.  Esrey 
and  Company,  an  income  property  firm  in  Kansas  City,  Missouri.   As 
President  of  the  National  Apartment  Association,  I  <un  testifying  today 
on  behalf  of  our  membership,  which  includes  over  45,000  o%mers,  de- 
velopers, and  managers  of  multifamily  housing  throughout  the  nation. 
The  NAA  is  a  trade  association  exclusively  representing  the  multifamily 
housing  industry.   Accompanying  me  today  is  our  General  Counsel,  Scott 
Slesinger. 

Mr.  Chairman,  before  I  begin  my  discussion  of  H.R.  5731,  "The 
Housing  and  Community  Development  Amendments  of  1982,"  and  H.R.  5568, 
"The  Home  Mortgage  Capital  Stability  Fund,"  I  would  like  to  present  a 
general  overview  of  the  state  of  the  rental  housing  market  in  bur 
great  nation. 

Nationally,  the  vacancy  rate  stsmds  at  a  record- low  of  5%.   How- 
ever, the  rental  market  varies  consider£U3ly  across  the  country.   Last 
year,  one  out  of  every  eight  unsubsidized  rental  starts  was  is  Houston, 
Texas,  where  vacancies  held  below  5%.   Minneapolis,  Minnesota;  Dallas, 
Texas;  and  Phoenix,  Arizona  also  have  had  consider£U3le  construction  and 
continue  to  have  low  vacancy  rates.   On  the  other  hand,  according  to 
"Advance  Mortgage  Corporation,  Washington,  D.C.;  Boston,  Massachusetts; 
and  Atlanta,  Georgia,  usually  tight  rental  markets,  are  experiencing 
growing  vacamcy  rates  due  to  the  "doubling-up"  of  unrelated  persons. 
Some  rental  residents  no«longer  see  homeownership  as  the  ultimate 
hedge  against  inflation — a  view  espoused  now  by  some  economists. 
Variable  interest  rate  mortgages  have  contributed  to  an  increase  in 
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the  risks  and  liabilities  in  hoineownership  that  were  absent  a  few 
short  years  ago.   Thus,  the  demand  for  rental  housing  is  increjising. 
In  some  areas,  this  means  a  need  for  new  cx)nstruction;  in  other  areas, 
it  means  an  increase  in  young  adults  moving  back  home  or  resorting  to 
"doubling-up. " 

Total  multifamily  rental  starts  for  1981  totaled  approximately 
174,000  units  nationwide.   Of  those,  approximately  two-thirds  were 
government  assisted.   The  high  costs  of  labor  and  materials,  in  con- 
junction with  potentially  more  profitable  investments  elsewhere,  have 
discouraged  new  rental  construction.   However,  the  single  most  signifi- 
camt  factor  today  is  that  in  none  but  the  most  exceptional  community, 
can  a  developer  build  in  the  present  interest  rate  climate  unless 
investors  commit  considerable  equity — as  high  as  50%.   In  many  areas, 
developers  cannot  build  affordable  units  and  carry  the  interest  charges, 
so  they  must  wait  on  the  sidelines. 

The  tightening  of  the  market  has  allowed  rents  to  increase. 
During  the  inflatirxiary  1970' s,  the  price  of  a  single  family  home  in- 
creased 194%,  outpacing  the  increase  in  the  Consumer  Price  Index  (CPI) 
for  all  goods  and  services.   On  the  other  hand,  rents  increased  at  an 
average  of  only  5.3%,  or  about  half  that  of  homeowner ship.  With 
inflation  moderating,  1981  was  the  first  year  since  1977  that  the 
CPI  for  rents  almost  equalled  that  for  all  goods  and  services.   Despite 
the  comparable  moderation  in  rent  increases,  many  governments,  in  the 
face  of  a  dwindling  supply  of  housing  and  increased  tenamt  demands  for 
assistance,  have  imposed  limits  on  the  rents  that  can  be  charged  by 
ovmers.   Numerous  studies  have  shown  that  the  impact  of  rent  control 
on  rental  housing  is  counterproductive.   Investors  will  simply  not 
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invest  in  rental  housing,  but  will  rather  use  their  funds  in  other 
investment  opportunities  which  do  not  have  profit  ceilings.   Meanwhile, 
present  owners  in  rent  controlled  communities,  unable  to  make  a  fair 
profit,  look  to  convert  their  units  to  condominiunns ,  further  decreasing 
the  amount  of  rental  stock.   Every  study  shows  that  when  £in  owner's 
income  is  kept  artificially  low  by  rent  control,  maintenance  is  the 
first  expense  to  be  deferred,  leading  to  a  deterioration  of  the  housing 
stock,  a  situation  shown  most  dramatically  in  New  York  and  Paris.   As 
rents  are  held  below  the  required  return,  the  controlled  units  are 
reassessed  for  real  estate  tax  purposes,  limiting  the  city's  ability 
to  serve  its  constituents  or  more  likely  shifting  the  tax  burden  onto 
homeowners.   Rent  control,  or  even  the  fear  of  rent  control,  makes  all 
but  the  most  speculative  investors  avoid  the  rental  market. 

Mr.  Chairman,  national  legislation,  much  of  which  originated  in 
this  room,  has  made  this  the  best  housed  country  in  the  world.   The 
thrift  institution's  link  to  housing,  the  long-term  level  payment  FHA 
mortgage,  rental  construction  for  the  poor,  local  grants  for  housing 
infrastructure,  suid  the  homeownership  interest  deduction  have  signifi- 
csuitly  improved  the  housing  available  to  our  citizens..  The  important 
remaining  problem  is  making  housing  affordable  to  the  poor.   We  believe 
the  new  depreciation  schedules,  minor  changes  in  the  tax-exempt  bond 
legislation,  and  lowered  interest  rates  will  make  it  possible  for  the 
federal  government  to  limit  its  direct  efforts  in  construction  housing 
for  the  poor.   However,  a  program  will  be  necessary  to  make  housing  af- 
fordable for  those  families  who  cannot  afford  market  rents.   The  Presi- 
dent's Commission  on  Housing  and  the  Administration  are  clearly  moving 
in  that  direction  based  on  the  success  of  the  Section  8  existing  program. 
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We  believe  a  rental  assistance  voucher  could  work.  However,  several 
serious  problems  exist  with  the  proposal  presented  thus  far  by  the 
Administration.   If  the  assistance  is  sufficient  to  make  the  poor  true 
consumers  in  the  rental  market,  and  if  the  volume  of  persons  served 
by  the  program  is  large  enough  to  make  those  eligible  a  force  in  the 
marketplace,  I  eun  confident  that  the  private  sector  will  provide 
efficient,  quality  units. 

Mr.  Chairman,  the  private  market  cannot  support  all  the  needed 
housing,  especially  in  this  time  of  high  interest  rates.  Tlierefore, 
we  strongly  support  funding  for  Section  8  projects  that  have  conmitnents . 
As  you  know,  many  developers  have  in  good  faith  spent  considerable  funds 
based  on  the  Section  8  commitments  they  hold.   However,  the  Administration 
proposes  to  rescind  those  commitments  already  in  the  pipeline  for  projects 
that  are  unable  to  receive  affordable  financing.  We  endorse  Section  205 
of  the  bill  that  i^ould  continue  the  GNMA  tandem  program.  We  note  that 
last  year  the  Administration  did  support  funding  of  the  GNMA  pipeline. 
Such  a  move  will  increase  both  employment  and  the  rental  housing  supply 
faster  than  any  other  program  this  Committee  could  support. 

We  applaud  the  introduction  of  your  housing  construction  program, 
which  is  targeted  to  communities  that  are  most  in  need.  Your  approach 
wisely  avoids  the  multi-year  commitment  problem  that  doomed  the  Section  8 
construction  progr2un.  The  targeting  provision  could  be  advantageous 
in  constructing  housing  where  the  conventional  market  is  unable  to  aeet 
the  housing  demand.   We  offer  ti^o  suggestions: 

1.  The  subsidy  required  to  construct  and  2unortize  the  debt  on 
rental  housing  is  very  high,  especially  if  labor  rates  are  excessive. 
Section  318  of  the  bill  requires  that  Davis-Bacon  rates  be  paid  to 
workers  on  projects  financed  under  this  bill.   There  is  no  question 
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that  Davis-Bacon  forces  wages  up  to  the  point  that  units  built  for 
the  poor  are  sometimes  the  most  expensive  units  in  the  area.   By  de- 
leting that  section  of  the  bill,  significantly  more  units  can  be  built 
with  the  same  dollars.   At  a  time  when  there  is  a  serious  need  for  this 
housing  and  when  unemployment  is  high,  it  is  unconscionable  to  waste 
precious  federal  resources  by  requiring  that  already  highly  paid  con- 
struction workers  in  federally  assisted  housing  projects  receive  higher 
wages  than  those  in  non-federally  assisted  projects.   In  addition,  the 
present  apprenticeship  provision  discriminates  against  yoiinger  workers, 
women,  and  minorities.   Clearly,  Davis-Bacon  has  outlived  its  usefulness. 

2.   Section  313  defines  the  "Area  Eligibility  Criteria."  The 
aim  is  to  target  where  subsidized  construction  is  most  needed.   Un- 
fortunately, the  criteria  such  as  the  "duration  of  rental  housing 
vacancies"  and  the  "extent  of  rental  housing  production  lag"  in  many 
cases  define  the  direct  effect  of  rent  control.   We  believe  it  is  wrong 
to  reward  localities  which,  through  local  ordinances  such  as  rent  con- 
trol, created  their  own  rental  housing  problems;  such  communities  do  not 
deserve  to  be  "targeted."   A  better  use  of  scarce  federal  dollars  is  to 
help  those  communities  trying  to  grapple  with  and  realistically  solve 
their  rental  housing  problems. 

Mr.  Chairman,  we  would  also  like  to  say  a  few  words  about  H.R.  5568, 
introduced  by  Mr,  St  Germain,   The  thrift  institutions  are  clearly  in 
serious  trouble  and  the  cost  of  saving  them  will  be  tremendous  if  interest 
rates  do  not  moderate.   Savings  &  Locins  and  Mutual  Savings  Banks  hold 
over  $55  billion  in  multifaraily  mortgages — Mutual  Savings  Banks,  which 
are  limited  primarily  to  the  Northeast,  hold  a  greater  volume  of  such 
mortgages  than  all  the  commercial  banks  in  the  country.   Our  Association, 
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while  taking  no  position  on  particular  legislation  affecting  Savings  ft 
Losms,  urges  this  body  and  the  Administration  to  ease  the  feaurs  held  by 
many  that  a  run  on  the  thrifts  could  occur,  leading  to  a  collapse  of 
confidence  in  all  financial  institutions.   Whatever  is  done,  the  public 
must  be  convinced  that  their  savings  deposits  are  safe. 

Tha  caption  to  H.R.  5568  cites  emother  important  reason  to  save 
the  thrifts — "to  ensure  the  availability  of  financing  for  housing." 
Rental  property  is  a  good  investment  for  thrifts.   However,  the  value 
of  any  real  estate  security  is  a  factor  of  the  income  the  property  can 
generate.   Any  local  ordinance,  or  even  the  threat  of  one  that  would 
limit  the  possible  earnings  of  a  property,  eliminates  prudent  investors. 
Such  laws  imperil  the  institution  and  increase  the  exposure  of  insur- 
ance funds  which  back  regulated  lenders.   At  a  minimum,  it  causes  the 
risk  to  substantially  increase  so  lenders  raise  the  interest  rate. 
This  increases  the  cost  of  the  project,  requiring  the  rent  to  also  in- 
crease, making  units  less  affordable.   We  wsmt  and  need  thrifts  to 
invest  in  multi family  housing.   To  do  so  requires  some  assurance  that 
their  investment  is  safe.   Therefore,  we  urge  that  an  amendment  be 
passed  providing  that  any  project  financed  by  a  loan  from  a 
federally  insured  institution  be  exempt  from  rent  control.   This 
proposal  has  the  endorsement  of  the  President's  Housing  Comnission. 
Such  an  amendment  would  protect  the  lending  institution,  the  federal 
government  through  its  depository  insurance  agencies,  and  will  lead  to 
the  construction  of  multifamily  housing.   The  alternative  is  that  non- 
subsidized  rental  housing  will  not  be  built,  even  when  interest  rates 
decline,  in  communities  with  rent  control  or  the  threat  of  rent  control. 
Governments  will  then  be  asked  to  provide  the  needed  housing  supply. 
At  a  time  of  limited  federal  funds  for  construction,  freeing  private 

enterprise  to  build  units  would  be  a  most  cost-effective  program. 
This  concludes  my  statement.   Thank  you  for  the  opportunity  to 

express  the  views  of  the  National  Apartment  Association.   I  will  be 

happy  to  answer  any  questions  you  may  have. 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Esrey.  I  deeply 
appreciate  your  time  and  patience  above  all»  and  your  presenta- 
tion, because  you  have  some  suggestions  there  and  some  suggested 
amendments  that  certainly  will  be  evaluated. 

In  view  of  your  time — Mr.  Shiffman,  do  you  have  any  objection  if 
we  proceed  with  the  questions  of  Mr.  Esrey  and  excuse  him?  And  I 
will  defer.  I  have  one  or  two  almost  technical  questions  that  I  will 
submit  with  respect  to  the  Bacon-Davis  and  the  others. 

I  will  defer  to  my  colleague  from  New  York,  Mr.  Rent  Control, 
because  I  think  he  is  cha&ig  at  the  bit. 

Mr.  ScHUMER.  I  would  just  like  a  point  of  clarification  before  I 
ask  a  few  questions.  What  is  the  National  Apartment  Association's 
view  on  rent  control? 

Mr.  Esrey.  I  think  it  can  be  safely  said  that  we  are  against  rent 
control.  I  certainly  want  to  get  that  on  the  record. 

Mr.  ScHUMER.  As  you  know,  I  have  been  pushing  for  a  rental 
production  program.  When  I  looked  at  the  list  of  witnesses,  I  fig- 
ured that  the  National  Apartment  Association,  which  I  am  not  too 
familiar  with,  is  going  to  come  up  here  and  endorse  the  program 
that  we  put  together.  But  instead  I  find  that  I  disagree  with  just 
about  everything  you  said. 

I  see,  by  the  way,  that  your  remarks  talked  about  New  York  and 
Paris.  I  am  not  familiar  with  the  Parisienne  situation.  I  have  not 
been  to  Paris  in  my  lifetime,  but 

Chairman  Gonzalez.  You  are  not  in  the  jet  set? 

Mr.  ScHUMER.  I  am  not  in  the  jet  set,  Mr.  Chairman,  you  know 
that. 

But  my  question  is:  If  a  new  apartment  house  is  constructed  in 
New  York  City,  is  it  subject  to  rent  control? 

Mr.  Esrey.  I  understand  that — and  I  am  not  from  New  York,  I 
am  not  intimately  involved  and  I  am  sure  that  you  can  €mswer 
your  own  question  better  than  I.  But  it  is  my  understanding  at  one 
point  in  time  that  there  was  rent-control-free  units  that  were  sup- 
posed to  be  free  of  rent  control  in  perpetuity,  but  approximatelv  4 
years  later  they  were  brought  imder  rent  control.  And  I  think  that 
was  the  period  of  1970  to  1974. 

Mr.  ScHUMER.  I  think  that  people  in  your  association  ought  to 
know— and  I  am  sure  that  many  of  them  are  from  New  York, 
given  the  large  nmnber  of  apartment  houses  we  have — and  the 
record  ought  to  make  it  clear  that  New  York  City  does  not  have 
rent  control  for  newly  constructed  apartments.  Anyone  who  wants 
to  build  an  apartment  house  in  New  York  City  can  build  it  without 
any  rent  control  or  rent  stabilization. 

Owners  can  opt  into  a  rent  stabilization  system  only  if  they  want 
to,  at  their  option,  and  in  return  the  city  gives  them  certain  tax 
exemptions.  Most  of  them  tliat  build — and  there  isn't  too  much 
being  built  now — enter  into  that  system  because  at  the  bottom  line 
thev  feel  that  rent  control  is  less  onerous  than  the  lost  burden 
witnout  tax  breaks. 

And  I  dare  say  that  a  similar  situation  would  prevail  throughout 
the  coimtry;  that  if  we  give  developers  certain  Federal  subsidies, 
which  I  believe  in  doing,  they  would  opt  into  a  rent  control  system. 

The  other  question  I  have  nas  to  do  with  abandonment.  Everyone 
says  that  rent  control  is  the  mcgor  cause  of  housing  a  inment 
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in  New  York.  How  do  vou  explain  the  housing  abandcMiiiient  in 
Philadelphia.  Chicago.  Cleveland.  St.  Louis.  Baltimore,  and  Boston? 
Well,  strike  Boston  because  they  now  have  some  form  of  rent  con- 
trol, but  those  other  cities  have  never  had  rent  control  at  all.  On 
the  other  hand  they  have  a  hi^ier  rate  of  housing  abandonnmt 
and  a  lower  rate  of  new  rental  construction  than  New  York  City. 

On  the  other  hand,  a  city  like  Los  Angeles  whidi  has  rent  con- 
trol has  rental  units  being  bmlt. 

Mr.  EsREY.  I  can  answer  that  question.  I  would  like  to  go  back  to 
your  first  question,  though,  which  I  really  did  not  get  a  ^tniwr»  to 
answer.  That  is.  I  do  think  that  New  York  per  se,  as  far  as  the  rent 
control  situation,  alwa.^-s  has  the  threat  of  rent  control  tmwgiwg 
over  it  because  they  have  it  in  place. 

And  in  fact,  there  was  housing  that  was  built  that  was  free  of 
rent  control  ai  one  time^^  but  subsequent  to  that*  so  those  nwifai 
came  under  rent  control.  So  there  is  that  threat. 

Mr.  ScHL'MER.  But  that  has  nothing  to  do  with  housing  ahandon- 
ment. 

Mr.  EsREY.  I  was  answering  your  previous  question. 

Mr.  ScHX.'MER.  Let  us  talk  about  Philadelphia  or  ChicagD. 

Mr.  EIsREY.  I  am  not  intimately  familiar  with  some  of  those 
cities,  but  take  St.  Louis,  which  you  mentioned  and  which  I  am  fift- 
miliar.  as  an  example.  I  think  that  you  will  find  two  pointB.  Firsti 
housing  abandonment  in  those  cities  that  you  menti<med  is  not  the 
degree  that  i:  is  in  New  York,  and  second,  that  you  will  find  ti>yt 
those  housing  units  that  are  abandoned  have  become  uneoonomical 
to  rehabilitate. 

Whereas,  in  New  York — and  we  do  have  clients  in  the  New  Yoi^ 
that  are  righting  this  problem— have  housing  that  is  very  definitdy 
economical  to  rehabilitate  were  it  not  for  the  controls  that  they  aie 
under. 

Mr.  ScHVMER.  But.  Mr.  Esrey.— and  I  will  allow  you  to  sulmiit  a 
wrinen  answer  later— I  am  not  looking  for  a  little'  bit  of  informa- 
tion about  St.  Louis.  But  if  your  organization  is  taking  such  a 
strong  position  against  rent  control.  I  think  it  is  incimibent  upon 
you  to  explain  why  ther^  is  almc^t  no  correlation  between  aban- 
donment on  the  one  hand  and  new  construction  on  the  other  tM^wMJ^ 
in  cities  that  have  rent  control  and  do  not  have  rent  centred. 

Maybe  you  can  explain  another  thing  to  me,  and  that  is  why  the 
most  stable  and.  for  landlords,  the  most  profitable,  parts  of  New 
York  City  have  rent  control  and  the  most  ahand^ied  and 
stable  parts  of  New  York  City  do  not  ha\-e  r^nt  control. 

It  IS  Tzy  opin:on  that  rent  control  is  a  bufsdxxx  It  is  an ^ 

thing  for  property  owner?  to  keep  around  and  tluxyw  out  and  saSf 
this  is  the  problem.  It  is  a  nxl  tlag  and  e\'eryone  waves  it  andtt 
gets  in  the  way  of  the  real  ussues.  rather  than  producing  real  re- 
sults 

No  property  owner  and  no  antir^nt  control  advocate  has  ever 
given  =e  ar.  adequate  answer  to  that  question.  The  one  answer 
they  all  fall  back  or:  is  this  psychokvicai  fear  that  there  nu^t  be 
rent  control,  and  that  is  why  rental  housing  is  not  built. 

I  will  tel!  you  why.  in  my  opinion,  mon^  than  anything  else 
rental  housing  suiTers  and  condominiums  and  things  like  that.  It  is 
because  the  tax  breaks  greatly  fa^-or  ownership. 
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Mr.  EsREY.  There  is  no  question. 

Mr.  ScHUMER.  I  do  not  see  an3rthing  about  that  in  your  state- 
ment. It  seems  to  me  that  if  right  now  rentors  were  allowed  to  take 
deductions  for  interest  costs  and  property  taxes,  we  would  find 
rental  housing  being  built  at  the  same  rate,  probably  a  greater  rate 
than  condominiums. 

I  have  been  married  for  a  year.  I  rent  in  two  places;  I  rent  in 
New  York  and  I  rent  here  in  Washington  and  I  am  getting  clob- 
bered on  my  taxes.  And  one  of  the  thin^  my  wife  and  I  are  going 
to  have  to  look  for  is  ownership,  simply  because  we  cannot  pay  the 
taxes  that  we  have;  and  our  salary  is  way  above  the  average  per- 
son's. 

It  amazes  me  that  property  owners,  apartment  house  owners, 
seem  to  ignore  the  tax  issue  which  is  Reaganomical  and  everything 
else,  and  focus  on  rent  controls.  I  guess  that's  why  rental  housing 
gets  nowhere. 

Mr.  EsREY.  Sir,  I  appreciate  your  mentioning  that  because  that  is 
one  of  our  top  two  priorities  and  has  been  for 

Mr.  ScHUMER.  Wiiat  is  the  other  one? 

Mr.  EsREY.  Rent  control  is  one  and  the  tax  and  interest  pass- 
through  is  another.  We  have  done  a  great  deal.  We  are  successful 
in  the  State  of  Colorado  in  winning  that  victory  and  we  do  not 
intend  to  stop  there.  I  appreciate  your  comments  and  could  not 
agree  with  you  more.  That  is  one  area  where  you  and  I  do  agree. 

Mr.  ScHUMER.  I  am  glad  there  is  one  place.  I  can  tell  you,  Mr. 
Esrey,  that  if  the  focus  of  our  bill  becomes  a  fight  on  rent  control, 
it  will  do  more  damage  to  any  kinds  of  Federal  subsidy.  You  know, 
people  look  at  your  position  and  say,  well,  the  owners  want  the 
Government  to  help  them  in  certain  wa3rs,  but  when  it  steps  in  to 
help  the  tenant,  that  is  no  good. 

On  its  face  it  does  not  make  sense.  Take  the  National  Association 
of  Realtors,  for  example.  Thev  are  for  the  budget  all  the  way 
except  they  want  Government  help  in  turning  over  private  houses. 

There  has  to  be  a  modiciun  of  fairness  here.  I  imderstand  that 
you  have  to  represent  your  interest  group,  but  I  am  saying  that 
one  becomes  a  more  effective  advocate  when  there  is  a  Uttle  fair- 
ness. 

Mr.  Esrey.  I  think  there  should  be  a  sense  of  fairness,  and  I 
concur  that  that  is  one  thing  we  can  do  with  our  residents.  I  do 
want  to  accept  your  offer  of  submitting  something  for  the  record  on 
rent  control,  because  while  you  suggested  I  concentrate  on  St. 
Louis,  I  believe  you  concentrated  on  New  York.  So  perhaps  we  can 
get  a  more  varied  input  from  around  the  coimtry. 

Mr.  ScHUMER.  For  me,  I  can  tell  you  that  the  argument  that  the 
psychological  spectre  of  rent  control  deters  the  construction  of 
rental  housing,  does  not  wash  with  me,  it  just  does  not  make  sense. 
Mavbe  next  time  you  are  here  we  can  discuss  Paris.  I  find  that  a 
little  less  close  to  home. 

Mr.  Esrey.  I  have  not  been  there,  either,  but  they  did  have  simi- 
lar problems,  as  your  home  city. 

Mr.  ScHUMER.  Do  they  have  rent  control  in  Paris? 

Mr.  Esrey.  Yes,  they  do. 

Mr.  ScHUMER.  If  I  ever  leave  Congress,  maybe  I  will  move  there. 
Thank  you,  Mr.  Chairman. 
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Chairman  Gonzalez.  Maybe  you  could  get  on  the  Foreign  Affairs 
Committee. 

Mr.  ScHUMER.  No,  I  am  happy  here,  Mr.  Chairman,  I  am  not 
moving.  You  know.  New  York  has  six  people  on  Foreign  Affairs,  so 
we  are  blessed  over  there. 

Chairman  Gonzalez.  But  look  how  well  Solarz  succeeded. 

Mr.  ScHUMER.  That  is  right. 

Chairman  Gonzalez.  I  was  just  going  to  say  that  you  belong  to 
the  shuttle  jetset  right  now.  Also,  maybe  you  cdl  can  get  together — 
between  New  York  and  St.  Louis,  you  have  Chicago.  Maybe  that 
can  be  a  middle  ground.  What  does  Chicago  say  about  rent  con- 
trols? 

Mr.  ScHUMER.  Chicago  does  not  have  rent  controls,  and  the  sta- 
tistics I  have  seen  show  that  they  have  a  higher  rate  of  abandon- 
ment. As  far  £U3  I  know,  Chicago  never  haa  had  rent  controls, 
except  maybe  during  World  War  II.  They  have  a  higher  rate  of 
housing  abandonment,  a  lower  rate  of  new  rental  apartment  house 
construction  than  New  York. 

Chairman  Gonzalez.  Well,  thank  you  very  much,  Mr.  Esrey.  We 
really  deeply  appreciate  your  presentation  and  the  time  you  have 
donated  and  your  patience. 

Mr.  EsREY.  Thank  you,  sir. 

[In  regard  to  the  questions  of  Congressman  Schumer,  the  follow- 
ing letter  was  received  from  Mr.  Esrey:] 
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NAnONAL 


SUITE  604*1825  K  STREET.  NORTH  WEST  •  WASHINGTON.  D.C  20006  •202/7  86-6111 


Man«ar-AKiag» 

R.Maniud|r 

Man«ar-At-LaiO» 


ICodrBnct* 


Long  OarQt  Pionrmg  Convrttlt* 


MoroQsni>n>  Accf^cJttifioo 


April   16.  1982 


The  Honorable  Henry  B.  Gonzalez 
Chairman,  Subcomnlttee  on  Housing 

and  Comnunlty  Development 
U.S.  House  of  Representatives 
Washington.  D.C.     20515 

Dear  Mr.  Chairman: 

I  would  like  to  take  this  opportunity  to  respond  to  the  invitation 
extended  by  Representdtl ve  Charles  Schuner  to  further  comment  on 
r^rit  control  for  the  hearing  record  of  March  23,  1982. 

The  questions  posed  by  Mr.  Schi«ier  addne^sed  1)  the  rate  of  con- 
struction dnd  dbaribcmiwnt  ifi  rert  control  ed  cities  and  non-rent 
cofttnalled  cU^fe^^  2)  the  reasoir  nQn*rent  controlled  parts  of  New 
Tfork  are  less  profitable  than  those  under  some  form  of  rent  control, 
and  3)  the  tr^act  of  reftt  control  on  Paris. 

With  regard  to  his  first  question,  we  can  find  no  evidence  support- 
ing the  statement  that  the  rate  of  new  rtntal  constrtjctlon  Is  higher 
1n  N«H  ITorlf  than  in  the  other  cities  iwfltioned^     In  fact,  muU1 
family  cOMtruction        ^<w  Ifork        ^laost  ejtcltre  vely  dWided  betw«n 
federally  siJb^^dized  hous  ng,  co-operatives     and  condoiilnluni^.     The 
small   amount  oi  "un subsidized"  construction  that  ha^  tftten  place  has 
received  significant  subsidies  from  Nof  Iforli  City  taxpayers  In  the 
form  of  a  generous  real  estate  tax  abatenent,     (Monthly  Census 
statistics  do  not  distinguish  owner- occupied  muUlfamDy  construction 
from  rental  construction.     Once  a  year.  Census  does  divide  nwKi- 
famlly  units  by  owiership  status.) 

As  Mr.  Schuner  stated    those  "unsubsldlzed"  properties  come  under 
the  Rent  StabiHiation  law  as  a  condition  to  receiving  the  ta* 
dbateiwnts      Rent  Stabilization  allows  these  hlgh-rent  properties 
to  chdri^e  their  initial  rents  In  an  atnosphere  of  no  controU.     There- 
fore, If  these  properties  are  wore  profitable  than  properties  in 
other  neighborhoods —a  fact  we  cannot  docmnent— it  Is  due  to  th*1r 
being  exclusively  high-rent  properties     r  the  Initial     ta^e  of  In- 
significant or  no  rent  control        The  success  of  these  new  rental 
in  New  York  wf      depend  upon  the  "out"  y«rs,  provided  they  remain 
rentd^s^we  $ospect  itiost  will  be  converted  to  homeownership  status. 

Mr.   Schuner  cofitends  that  areas  not  under  rent  control  are  less 
profitable  than  those  that  are  controlled.     Those  uncontrolled 
properties  are  owned  by  ttie  City  of  New  vork  through   "In  reai"  tax 
foreclosures;  New  York  City  does  not  allow  rent  control  on  Its 

Exduriwlv  repTMenflng  the  mftwests  of  the  mumhouring  moluitry  dnc*  1939 
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properties.  A  major  reason  for  the  non-payment  of  taxes,  which  eventually  leads 
to  titles  going  to  the  City,  Is  the  Insignificant  return  received  from  the  orig- 
inally rent  controlled  buildings. 

Abandonment  Is  a  fact  of  life  In  many  cities.     However,  It  Is  a  major  problem  In 
New  Vorfc  with    ts  low  vacancy  rate.     The  vacancy  rate  In  New  York  Is  an  Incredibly 
ow      3»,     The  olh»r         «  «ention«d  can  afford  t&  lose  «  portion  of  their  housing 
stock    especially  lowtr  grade  houi  ng,  while  New  York    wUh    ts    rf'niteslmal 
Vflcaricy  rate,  t firmly  cannot.     In  fact.  New  Yori('s  vacancy  rat«  ha^  stayed  low 
despttt  a  greater  rat«  of  population  decrease  than  the  other  cities  with  higher 
rates  of  abai^darunerit .     Without  rent  control,  owners  would  restore  and  m*intd1 
their  buildings.     With  rent  control,  there  Is  no  £ucK  incent  ve.     New  York's 
critically  low  vacancy  rate,  compared  to  other  cities,  can  only  be  attributed  to 
rent  control. 

According  to  a  substantial  study  conducted  bj  the  National  Urban  League,  lending 
Institution  disinvestment  contributed  heavily  to  the  high  rate  of  abandonment. 
We  contend  a  major  reason  for  dUlnv»tmer>t  fn  Mew  York  is  the  lending  Institution's 
concern  over  rent  control.     George  Sternlleb  has  polnte^J  out  that 

"Most  of  the  return  on  residential   real  estate  comes «  not  from  the 
operations  t>f  the  bu^MIng  £er  se*  but  from  th«  capacity  af  the  owner 
to  remrtgage  hli  btilldlng.     He,  thus,  recaptures  aivrt^^atfon,  trftKh 
frequently  has   severely  Mmlted  his  cash  over  a  period  of  years 
The  largest  ^^ngje  source  of  fun^stjpica  11/  used  by  owners  to  reha- 
bf  Htile   t^icTrbuiT dings  Tftvolve^  the   r^TTnanciTiq  of  paid  down  inortg 

Irve^fnent.' 


The  largest  ^^ngje  source  of  fun^stjpica  11/  used  by  owners  to  reha- 
bfHt^Ie   t>ieTr  buiTiUnqs  Tftvolve^  tlie   r^TTnanciTiq  of  pdld  down  mortgages 
r.   ,  .  Without  financing,  there  can  b«  no  recovery  of  capital  Inve^fnent 

(George  SterflHeb,  "Abandonmerrt  *nd  Rehabilitation:    What  Is  to  be  Done?" 
A  paper     -i": -■"■:"  ^     ---  -^     — -^--.>.   en  ^ql^e  ng  Par^U  on  Housing  Pro- 
duction of  the  Committee  on  Banking  and  Currency,  (Washington,  O.C^: 
Government  Printing  Office,  1971)  p.  337.) 

The  financial  reason  for  disinvestment  Is  the  fear  that  construction  or  reha- 
bilitation loans  will  not  generate  sufficient  cash  flow  through  Increased  rents 
to  pay  back  the  lodn,  a*  Illustrated  In  certal     areas  of  St.  Lout        After  a 
neighborhood  deteriorates.  It  becomes  1iiv>oss1b1e  to  attract  higher  rent  ipaylh^ 
tenants  necessarv  *n  ^-^--tlze  the  <tebt  on  renta    property  1fiT>roveinents      Baniters 
n  Hew  York  tell  us  that  they  will  not  make  Toans  to  rent  <:ontroned  pr<H>ert1e( 
because  of  the  limitations,  or  possible  1  nitatfons    on  rents;  rather,  they  con- 
centrate their  loans  on  1  to  4  family  uni     structures  that  Are  not,  and  hdve  not 
t'  ^  r,t  to  rent  contrct       In  fact,  data  ^1       shew  inany  New  iork  savings 

banks  Invest  a  great  deal  of  their  funds  in  secondary  market  Instruments  despite 
the  need  for  loans  in  New  York. 

Lending  instit-jtinni  h^nc^  .itp  the  key.     Should  they  refuse  to  lend,  for  whatever 
reasons,  properties  will  deteriorate,  leading  to  blight  and  finally  abandonment. 
Historically,  lending  institutions  look  for  the  smallest  risk  and  the  greatest 
return  on  their  loans.     Therefore,  the  perceived  risks  and  perceived  gain  for  a 
particular  loan  are  important  factors  in  abandonment. 

Lenders  in  other  cities  have  given  us  various  reasons  for  strictly  qualifying  loans 
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for  apartment  rehabilitation.  Some  of  these  factors  could  apply  to  New  York's 
abandonment  problem.    However,  while  banks  In  other  cities  do  not  make  apart- 
ment loans  in  certain  areas.  New  York  banks  do  not  make  such  loans  in  any  area, 
except  in  y/ery   special  cases  dealing  with  luxury  buildings  under  modified  rent 
control . 

As  you  know,  the  Savings  and  Loans  are  in  deep  trouble,  and  Mutual s  are  in  even 
deeper  financial  straits.  We  bell  eve  that  an  examination  of  the  data  will  show 
that  RutoaU  coflcentrated  In  New  York  md^      gnificant  rehabilitation  and  perma- 
nent loans  on  cfty  apartments.  Itent  control  by  limiting  the  return,  has  caused 
nany  of  those  loan*  to  have  outs  tanking  balances  greater  than  the  worth  of  the 
buildingi  thenseTves   Thf  requires  the  FDIC  to  contribute  Federal  doUan  to 
the  financial  inst  tutions  forced  to  merge.  Hence  we  believe  Federa  dollars 
have  been  spent  to  essBTitlally  ball  out  the  New  York  rent  control  fK>1soned  loans. 
Ue  respectful ly  request  that  thK  Committee  have  the  Government  Accounting  Office 
substantiate  this  charge. 

Paris,  France  is  a  perfect  example  of  the  problems  of  rent  control,  and  what  the 
country  did  to  allevfatt  the  problem.  (The  following  statistics  are  taken  from 
"Fi-ance;  Ho  VacancTes"  by  Detrand  de  Jouvenel ;  and  Rent  Control  1ft  North  America 
and  Four  Eiiropean  Countries  by  Joel  F.  Brenner  and  Herbert  M.  n^anitTlnj 

First  placed  on  properties  during  World  Mar  I  to  protect  soTdlers  ind  their  fami- 
lies, rent  control  laws  in  Paris  have  been  modified  rwny  t  mes   6y  1929,  aU 
properties  cime  under  rent  control.  By  1947,  a  monthly  rent  was  equivalent  to 
the  co5t  of  half  of  a  carton  of  cigarettes.  Rents  seldoin  ro&e  above  45  of  IncQoe, 
usua  ly  H-  Of  course,  like  f»ew  York,  vacancies  were  essentially  non-existent. 
Bribes  to  get  vacant  apartments  were  often  over  tl.^OC  a  room.  Between  1932  - 
1954,  almost  no  hnusirg  was  buHt    or  around  ^'aris.  By  1948,  abandonments 
were  running  at  abput  10,000  buildings  [not  units)  a  year. 

France  wisely  observed  that  rent  control  was  destroying  Paris,  SutisequentTy,  a 
slow  decontrol  of  the  older  units  was  instituted  by  the  government.  This  has 
allowed  new  units  to  economically  compete  with  the  controlled  units.  Improving 
the  housing  situation  in  Paris.  It  required  courageous  and  stronn  political  will, 
but  decontrol  is  working  to  save  the  city.  Tenants  may  re^ulrt  financial  assistance 
—but.  as  Paris  learned,  it  should  cone  fron  the  general  revenues,  in  the  form 
of  rental  subsidies,  not  by  rent  control,  which  is  a  subsidy  from  a  small  class 
of  apartment  owners. 

Today,  the  completely  rent  controlled  sector  1s  only  leX  of  the  country's  housing 
stock,  though  most  of  that    in  Pari    This  housing  includes  the  worst  housing 
in  the  country;  nwre  than  30S  have  no  Indoor  toilet.  The  decreasing  supply  of  rent 
controlled  units  fs  due  to  abandonments  and  unregulated  convert  Ions  to  owner- occupied 
units.  Public  housing  and  heavUy  subsldUed  private  housing  make  up  the  majority 
of  the  housing  in  the  city  built  since  1948. 

I  am  appreciative  of  Mr.  Schumer's  invitation  to  provide  additional  comments  and 
would  request  that  this  letter  be  inserted  in  the  appropriate  section  of  the  hearing 
record. 


truly  yours. 
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Chairman  Gonzalez.  Mr.  Esrey,  one  of  the  witnesses  this  morn- 
ing suggested  that  the  funds  for  the  rental  production  program  in 
H.R.  5731  be  fair-shared  rather  than  targeted  to  specific  areas  with 
severe  rental  housing  shortages.  Which  do  you  believe  is  the  better 
approach? 

[At  the  time  the  hearing  went  to  press,  no  comment  had  been  re- 
ceived.] 

Chairman  Gonzalez.  Mr.  Shiffman,  also,  thank  you. 

Mr.  Shiffman.  Before  Mr.  Esrey  leaves,  in  New  York  City,  the 
rent  controlled  apartments  went  up  in  the  period  between  1978  to 
1981  by  30  percent  in  terms  of  their  rent,  which  is  far  greater  than 
the  national  average.  So  I  think  you  should  take  a  look  at  that  law. 

Chairman  Gonzalez.  Thank  you.  Mr.  Shiftman. 

STATEMENT  OF  RON  SHIFFMAN,  DIRECTOR,  PRATT  INSTITUTE 
CENTER  FOR  COMMUNITY  AND  ENVIRONMENTAL  DEVELOP- 
MENT, BROOKLYN,  N.Y. 

Mr.  Shiftman.  Thank  you  very  much,  Mr.  Chairman,  and  Con- 
gressman Schumer  for  inviting  me  here  today  to  speak  to  you.  I 
would  like  my  prepared  statement  submitted  as  part  of  the  record, 
as  well  as  a  supplement  to  it  which  is  the  study  we  conducted  con- 
cerning the  President's  proposed  modified  section  8  program. 

Ch£iuinan  Gonzalez.  Without  objection,  so  ordered. 

Mr.  SniFFBfAN.  I  will  try  to,  because  of  the  late  hour,  go  through 
my  written  testimony  and  just  touch  on  the  highlights  for  you. 

The  Nation's  housing  crisis  which  grows  more  acute  each  day 
has  been  hidden  from  view  by  our  economic  problems  and  com- 
pounded by  our  country's  determination  at  all  costs  to  build  up  its 
military  capabilities.  However,  the  housing  crisis,  the  overall  econ- 
omy and  the  miUtary  budget  are  all  intei^ally  tied  together.  No- 
where is  this  more  clearly  evident  than  in  the  President  s  1982  and 
1983  budgets. 

The  fiscal  year  1982  low-income  housing  cuts  and  rescissions  plus 
the  proposed  1983  low-income  housing  cuts  taken  together  pay  for 
the  entire  proposed  increase  in  the  military  budget.  The  issue  of 
homes  versus  guns  is  the  one  that  deHnes  the  parameters  of  our 
discussion  today. 

In  New  York  City,  the  situation  has  reached  crisis  proportions. 
This  is  evident  whether  you  analyze  the  latest  housing  surveys, 
ride  the  subways,  or  walk  through  most  neighborhoods.  Tlie  people 
who  house  themselves  in  New  York's  subways  and  in  the  crevices 
of  Penn  and  Grand  Central  Stations  are  only  the  more  visible  of 
New  York's  36,000  homeless  individuals.  They  are  joined  by  over 
1.1  million  renter  households  that  had  incomes  below  80  percent  of 
the  area's  median  income,  and  whose  chances  of  finding  a  standard 
affordable  place  to  live  are  continually  being  reduced. 

New  York's  vacancy  rate  in  1981  was  2.13  percent— that  is  a  28- 
percent  drop  in  the  3  years  since  1978.  At  the  same  time,  contrary 
to  those  who  will  argue  that  housing  qucdity  is  no  longer  an  issue, 
the  rate  of  deficiency  in  housing  has  risen  by  16  percent  between 
1978  and  1980,  and  stands  at  more  than  20  percent.  The  situation 
for  our  black  and  Hispcmic  neighbors  in  New  York  City  is  even 
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more  acute  since  blacks  experience  a  housing  deficiency  rate  of 
34.5  percent  and  Hispcmics  a  rate  of  38.1  percent. 

Parenthetically,  I  would  like  to  point  out  that  the  black  and  His- 
p€uiic  population  lives  in  areas  of  New  York  City  that  have  been 
effectively  decontrolled  for  a  great  number  of  vears. 

Production  programs  under  the  President  s  program  would  be 
curtailed  or  totaUy  eliminated  in  fiscal  year  1983,  shifting  the 
housing  burden  to  States,  counties,  and  cities  without  the  commen- 
surate resources  to  accomplish  the  job.  Housing  production  is  not 
being  block  granted  or  traded  in;  it  is  being  eliminated.  The  fact  is 
that  housing  quality  and  av£ulability  vary  from  city  to  city,  and  un- 
fortunately, national  statistics  tend  to  mask  the  differences  among 
cities,  often  penalizing  cities  most  in  need  of  help. 

Indeed,  the  Presidential  Commission  recognized  that  qualitv  and 
av£dlability  problems  still  exist  when  they  reported  that  18.6  per- 
cent of  the  very  low-income  renters  live  in  substandard  housing. 
HUD,  in  its  summary  of  the  experimental  housing  allowance  pro- 
gram results,  reported  that  36  percent  of  households  with  annucd 
incomes  below  $8,000  live  in  housing  that  would  not  meet  section  8 
standards.  Yet,  the  administration  concluded  from  the  EHAP  studv 
that  production  programs  and  production  subsidies  are  not  needed. 

This  is  totally  out  of  step  with  conditions  in  many  cities,  and  ac- 
tually contradicts  the  studies  that  were  undertaken  with  HUD 
funduig.  Indeed,  it  contradicts  the  statement  by  Raymond  J. 
Struyk,  one  of  the  scholars  who  reviewed  the  EHAP  findmigs,  that: 
"EHAP  has  contributed  to  evidence  indicating  the  importance  of 
varying  the  mix  of  housing  programs  in  different  housing  mar- 
kets." The  administration's  program  to  date  just  does  not  permit 
this  kind  of  mix  to  occur. 

I  would  like  to  touch  on  for  a  moment  some  of  the  proposcds  the 
President  has  discussed  to  establish  a  modified  existing  section  8 
program,  or  what  is  more  commonly  known  as  the  voucher  pro- 
gram. The  administration's  proposal  would  pay  the  difference  be- 
tween 30  percent  of  a  family's  income  and  a  reduced  fair  market 
rent.  Such  a  program  was  the  subject  of  an  indepth  analysis  con- 
ducted by  my  colleague,  Frank  DeGiovanni,  who  has  joined  me 
here  today. 

In  that  study,  we  attempted  to  measure  what  the  impact  of  the 
administration's  proposal  would  be  on  New  York  City's  population. 
Our  major  findings  include  identifying  the  need  for  an  entitlement 
program,  extending  eligibility  to  include  low-income  families,  as 
well  as  very  low-income  families,  the  maintenance  of  the  existing 
fair  market  rent,  and  the  need  for  production  programs  and  subsi- 
dies. 

I  shall  discuss  each  of  these  separately.  First,  the  need  for  an  en- 
titlement program.  I  think  that  it  is  important — I  do  not  want  to 
go  into  all  of  the  statistics,  but  the  large  number  of  families  that 
are  in  need  of  the  housing,  in  need  of  housing  subsidies  and  the 
low  turnover  as  well  as  the  low  number  of  units  that  the  President 
is  proposing  all  are  indicators  that  if  we  are  going  to  help  anybody, 
we  are  really  going  to  have  to  develop  the  voucher  program  as  an 
entitlement  program.  The  low  turnover  of  households  receiving  as- 
sistance means  that  under  currently  proposed  funding  levels,  very 
few  additional  households  can  be  served  in  the  future. 
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We  believe  such  a  program  can  be  effective,  but  only  if  it  is  an 
entitlement  program  available  to  all  those  who  are  in  need  and 

aualify.  Mind  you,  urging  that  such  a  program  be  set  up  as  an  enti- 
[ement  program  is  nothing  new.  It,  in  essence,  was  an  entitlement 
program  in  all  the  cities  studied  by  HUD  in  the  supply  component 
of  their  EHAP  experiment. 

Second,  the  need  to  extend  eligibility  to  include  low-income  fami- 
lies. In  our  study,  we  found  that  low-income  households  were  as 
likely  as  very  low-income  households  to  live  in  substandard  units 
and  to  pay  excessive  amounts  of  their  income  for  rent.  Approzi- 
mately  25  percent  of  the  low-income  eligible  population  were  living 
in  units  that  did  not  meet  quality  standards,  compared  to  27  per- 
cent for  the  very  low-income  families. 

Of  the  low-income  households  that  entered  the  program,  68  per- 
cent did  so  to  obtain  quality  housing  as  compared  to  28  percent  of 
the  very  low-income  families.  The  basic  reason  for  that  should  be 
pointed  out — that  the  large  mfigority  of  the  recipient  families,  be- 
tween 50  to  80  percent  of  the  median  income  in  New  York — are  ac- 
tually families  with  children  as  opposed  to  the  very  low-income  re- 
cipient population  which  are  primarily  elderly,  single  individuals. 
We  conclude,  therefore,  that  restricting  eligibility  to  very  low- 
income  families  will  create  hardship  for  many  households  with 
housing  problems  no  less  serious  than  those  the  administration 

E reposes  to  assist.  Larger  households  and  minority  households  will 
e  Particularly  affected. 

These  groups  are  most  likely  to  be  represented  among  low- 
income  section  8  recipients  than  among  the  ver^  low-income  sec- 
tion 8  recipients.  Because  low-income,  larger  families  and  minority 
residents  generally  lived  in  substandard  housing  when  they  en- 
tered the  program,  it  is  especially  distressing  that  these  households 
will  no  longer  be  eligible  for  assisted  housing.  We  oppose  the  con- 
gressional limitation  on  eligibility  to  50  percent  of  the  median 
mcome  as  well  as  the  administration's  proposal  to  count  food 
stamps  and  other  noncash  assistance  as  income. 

Moreover,  our  proposal  to  use  80  percent  of  the  median  income 
as  the  standard  for  eligibility  is  consistent  with  those  used  in  the 
study  under  the  EHAP  program. 

The  third  point  is  the  need  for  adequate  payment  standards.  The 
administration's  modified  section  8  program  would  allow  a  house- 
hold to  occupy  a  unit  renting  for  more  than  the  fair  market  rent, 
with  the  tenant  required  to  pay  the  difference  between  the  actual 
rent  and  the  fair  market  rent. 

What  we  did,  and  I  would  like  to  point  to  the  chcut  here,  is  we 
tried  to  see  what  that  would  mean  for  a  family  that  now  qualifies, 
and  the  chart  that  we  have  on  the  board  here  is  typical  of  tne  aver- 
age family  with  two  children  now  receiving  section  8  in  the  city  of 
New  York. 

Their  annual  gross  income  is  $7,764.  There  are  four  persons,  two 
children,  living  in  a  two-bedroom  apartment.  The  existing  fair 
market  rent  in  New  York  Cit^  for  that  family  for  two  bedrooms  is 
$407.  Their  monthly  income  is  $647.  After  the  permissible  adjust- 
ments, it  drops  to  $597. 

Presently  at  the  25  percent  level  they  are  paying  $149  and  re- 
ceiving a  Federal  rent  contribution  of  $258.  If  we  use  the  Federal 
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proposcds,  the  administration's  proposcds,  then  the  fair  market  rent 
would  drop  roughly  15  percent.  So  the  $407  fair  market  rent  would 
drop  to  $346.  And  the  family  would  see  a  20-percent  increase  if  the 
cap  were  applicable,  and  we  are  not  sure  the  cap  would  be  applica- 
ble for  a  family  like  this. 

This  means  their  rent  after  1  year  would  jump  to  30  percent  of 
their  adjusted  income,  roughly,  by  20  percent  of  their  previous 
rent.  If  the  FMR  is  reduced  by  15  percent,  the  second  year  their 
rent  will  jump  to  36  percent  of  their  income,  the  third  year  to  43 
percent,  and  the  fourm  year  to  52  percent. 

We  think  this  is  totally  untenable  and  it  will  meet  the  new  Fed- 
eral regulations.  What  we  are  basically  saying  is  that  if  we  follow 
the  administration's  proposal,  that  many  of  these  families,  given 
some  assumptions  we  have  made  here,  will  in  essence  be  in  perpe- 
tuity paying  20-percent  increase  per  month. 

What  we  did  not  include  here  are  two  essential  items.  We  did  not 
include  an  increase  in  the  base  rent  that  may  have  to  come  in  New 
York  City  because  the  rents  may  go  up,  and  that  in  the  future  will 
be  transferred  to  the  tenant,  and  even  under  rent  control  that  has 
been  going  up  in  New  York  City  between  8  to  10  percent  per  year. 

In  addition  to  that,  we  did  not  include  food  stamps  in  the  calcula- 
tion, which  the  administration  is  proposing  to  do,  and  third,  we  did 
not  include  any  passthrough  for  utility  increases.  If  those  are  taken 
into  consideration,  the  damage  and  the  hurt  to  low-income  families 
will  be  enormous,  and  we  just  believe  that  Congress  must  make  an 
enormous  stand  on  the  fair  market  rent  and  the  payment  stand- 
ards. 

Finally,  in  terms  of  the  voucher  program  we  believe  that  the 
need  for  production  programs  and  subsidies  continues  to  exist.  I 
would  like  to  underscore  the  point  that  none  of  the  cities  examined 
by  HUD  in  their  EHAP  study  had  tight  housing  markets.  Further- 
more, EHAP  researchers  found  that  cash  assistance  for  housing 
does  not  generate  msgor  housing  repairs  or  new  construction,  nor 
does  it  cause  visible  upgrading  of  neighborhoods. 

Indeed,  I  have  shown  that  while  the  administration  is  relying  on 
the  HUD  EHAP  studies  to  support  their  modified  section  8  propos- 
al, they  have  modified  or  ignored  so  many  of  the  fundamental  var- 
iables of  that  study  as  to  render  that  argument  untenable. 

I  would  like  Congress  to  review  the  recommendations  that  we 
made  in  our  housing  study  on  the  vouchers  because  we  think  that 
it  is  much  more  in  tune  with  the  research  findings  of  the  experi- 
ment. It  is  inconceivable  to  us  that  at  this  juncture  in  our  history, 
when  housing  opportunities  for  low-  and  moderate-income  people 
are  quickly  disappearing,  that  our  Government  proposes  a  policy 
that  would  exacerbate  rather  than  alleviate  the  problem. 

We  beg  you  to  restore  an  element  of  sanity  to  Federal  domestic 
policy  by  rejecting  the  administration's  housing  proposcds,  by  re- 
storing the  original  intent  of  the  Brooke  amendment  which  sets 
rents  at  25  percent  of  income,  including  utilities,  and  third,  by  reaf- 
firming the  national  commitment  to  producing  housing  for  low  and 
moderate  income  families  by  strengthening  and  fighting  for  imple- 
mentaton  of  the  Gonzalez  and  Schumer  bills. 

We  welcome  and  applaud  your  efforts  to  develop  your  own  legis- 
lative program.  While  we  applaud  the  intent  and  will  support  the 
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thrust  of  both  your  bills,  we  would  like  to  recommend  some  of  the 
following  changes.  First,  that  the  level  of  low-income  housing  as- 
sistance should  be  increased  substantially.  We  understand  your  po- 
litical problem,  but  we  think  to  the  extent  that  we  on  the  outside 
can  help,  we  would  like  that  increased. 

We  applaud  the  restitution  of  desperately  needed  funds  for 
public  housing  modernization  and  operating  subsidies  and  suggest 
more  reliance  in  the  future  on  the  public  housing  concepts  to  pro- 
vide low-  and  moderate-income  housing. 

Third,  we  concur  with  those  who  would  like  to  see  the  section  8 
new  and  substantial  rehabilitation  program  replaced  by  a  more 
cost-effective  production  program.  We  believe  public  housing  to  be 
one  method.  However,  we  do  urge  that  funds  be  set  aside  sumcient 
to  meet  present  commitments,  particularly  to  nonprofit  and  com- 
munity-based housing  organizations  so  they  can  sustain  their  low 
income  housing  efforts. 

In  terms  of  the  single-family  homeownership  stimulus  and  assist- 
ance program,  again  we  generally  support  the  extension  of  the  235 
program.  We  are  proud  to  say  we  have  helped  make  that  work  in 
New  York.  However,  we  fear  the  10-year  term  proposed  may  cause 
problems,  particularly  if  incomes  don't  keep  pace  with  inflation, 
and  other  family  obligations  such  as  the  growth  of  the  family,  edu- 
cation and  health  expenses  which  begin  to  be  incurred  by  families 
take  place  10  years  down  the  line. 

My  own  son  is  now  going  to  college,  and  12  years  after  bujring 
our  home,  we  are  less  able  to  pay  an  increased  mortgage  than  we 
were  when  we  first  bought  our  home.  The  concept  of  forebearance 
is  good,  but  why  have  a  1.3-percent  default  rate  to  trigger  it  on  and 
a  half-percent  to  trigger  it  off?  Why  not  just  use  the  one-half  per- 
cent default  rate  as  the  threshold  beyond  which  this  fund  could  be 
used. 

In  terms  of  the  multi-family  construction  stimulus,  or  what  we 
call  proudly  the  Schumer  bill,  we  have  the  following  recommenda- 
tions. First,  the  proposed  amount  of  $1.3  billion  would  be  consumed 
too  quickly  by  new  construction  and  therefore  not  produce  many 
additional  units.  In  order  to  maximize  production  and  at  the  same 
time  not  penalize  high  cost  areas  with  a  demonstrated  shortage  of 
standard  quality  units,  we  would  urge  Congress  to  allow  localities 
to  undertake  new  construction  only  where  they  can  demonstrate 
that  rehabilitation  is  not  possible  or  likely  or  economical. 

Second,  we  believe  that  the  20-percent  low  moderate  income  re- 
quirement is  far  too  low  and  suggest  it  be  raised  to  40  percent,  with 
at  least  25  percent  being  low  as  opposed  to  moderate-mcome  fami- 
lies. 

I  would  also  like  to  propose  a  ceiling  of  150  percent  of  the 
median  to  be  used  for  determinining  the  eligibility  of  the  remain- 
ing occupants. 

Skipping  to  the  fifth  item  in  my  testimonv,  all  lower  income 
units  should  be  required  to  remain  as  rental  units  for  30  years 
rather  than  the  15  years  proposed  in  the  bill.  Time  passes  a  lot 
faster  than  we  think. 

Six,  rents,  including  utilities  charged  to  tenants,  should  not 
exceed  25  percent  of  their  adjusted  income.  Seventh,  while  we 
agree  with  the  UDAG-like  criteria,  we  would  like  to  make  sure 
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that  high-cost  cities  are  not  penalized,  and  perhaps  a  point  system 
that  equalizes  regional  cost  differences  should  be  developed. 

Eighth,  efforts  should  be  made  to  encourage  the  design  and  con- 
struction of  units  that  will  be  less  expensive  to  maintain  and  oper- 
ate. Therefore,  we  would  suggest  that  criteria  that  encourage  long- 
term  maintenance  and  operating  cost  reductions  be  developed.  In- 
cluded would  be  separate  metering  for  utilities,  cooperative  spon- 
sorship and  other  self-help  initiatives. 

Nine,  due  process  procedures  should  be  established,  with  eviden- 
tiary hearings  and  public  hearings  held  prior  to  the  approval  of 
any  rent  increases.  This  basic  tenant  right  should  not  be  abrogated, 
and  the  cost  accountabiUty  structure  it  establishes  should  not  be 
avoided. 

Finally,  the  language  must  be  precise.  "Available  for  occupancy" 
by  families  under  80  percent  of  the  median  income  is  unacceptable. 
Our  experience  with  New  York  City's  participation  loan  program 
has  taught  us  that  the  l^islative  language  must  read  "Occupied 
by"  low  income  tenants,  not  just  "affordable"  or  "av€dlable"  or 
"within  their  means." 

I  would  like  to  add  also  that  we  should  reject  any  attempts  by 
the  Federal  Government  to  restrict  local  efforts  to  regulate  rents. 

The  Gonzalez  and  Schumer  l^islative  initiatives  are  the  only 
bright  spot  in  an  otherwise  totally  depressing  housing  picture.  In 
1974  I  concluded  a  speech  at  a  housing  conference  by  saying  that: 

•  •  •  over  the  last  5  years,  New  York  City  has  lost  36,000  housing  units  per  year. 
Those  cold  statistics  do  not  reflect  the  reality  that  in  New  York  City,  100  families  a 
day  lose  their  homes.  If  a  foreign  enemy  were  to  bomb  Ave  20-family  buildings  a 
day,  destroy  one  neighborhood  every  4  months,  this  Nation  would  mobilize  its  re- 
sources to  defeat  that  enemy." 

Today  that  enemy  is  being  aided  by  congressional  indifference, 
administrative  callousness  and  corporate  greed.  We  urge  you  to  re- 
kindle congressional  concern  for  the  forgotten  Americans  and  to 
assure  our  country's  security  by  rebuilding  our  homes,  preserving 
our  neighborhoods  and  revitalizing  our  cities. 

The  issue  is  homes  versus  guns.  The  choice,  however,  is  yours. 

Thank  you. 

[Mr.  Shiffman  submitted  the  following  material  for  inclusion  in 
the  record:  A  prepared  statement;  studies  prepared  for  the  Pratt 
Institute  Center  for  Community  and  Environmental  Development: 
''Effect  of  Proposed  Changes  in  Procedures  Used  To  Calculate 
Tenant  Rent  Contributions'';  ''Reasons  Why  Results  From  the  Ex- 
perimental Housing  Allowance  Program  (EHAP)  Should  Not  Be 
Relied  Upon  As  Conclusive  Support  for  the  Administration's  Hous- 
ing Proposals";  and  "Impact  of  a  Housing  Voucher  Program  on 
New  York  City's  Population."  The  material  follows:] 
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Prepared  Statbmknt  of  Professor  Ron  Shiffman 

The  nation's  houBlng  crisis »  vhlch  grovs  more  actite  each  day,  has 
been  hidden  from  vlev  by  other  econonic  problems  and  compounded  hy  our 
determinatlcn  to  build  up  our  military  capabilities  "at  all  costs,** 
Hoverer,  the  housing  crisis,  the  overall  economy,  and  the  military 
budget  are  all  integrally  tied  together.  Nowhere  is  this  more  clearly 
evident  than  in  the  President's  1962  and  19^3  budgets.  The  Fiscal  Tear 
1982  lov- Income  housing  exits  and  recissions  and  the  proposed  I983  lov- 
incone  housing  cuts  taken  together  pay  for  the  entire  proposed  increase 
in  the  military  budget.  The  issue  of  "homes"  vs.  "guns"  is  the  one  that 
defines  the  parameters  of  our  discussion  today. 

In  1961  housing  starts  fell  to  a  35-year  lov,  dropping  to  belov 
1.1  million  units.  The  outlook  for  1962  continues  to  look  doubtful, 
particularly  in  light  of  recent  increases  in  Interest  rates.  At  the 
sane  time  the  National  Lov^Inccme  Housing  Coalition  reports  "a  vide 
and  growing  'housing  gap*  for  very  lov-income  people.  .  .  .There  are 
more  than  tvlce  as  many  renter  households  vlth  incomes  belov  $3,000 
as  there  are  rental  units  available  at  25/K  of  their  incomes.  £ven  using 
a  30%   rent  income  ratio,  there  is  a  gap  of  more  than  1.2  million  units 
at  the  very  bottom  of  the  income  scale." 

Unfortunately  neither  the  administration  nor  congress  seems  viUing 
to  confront  the  groving  threat  to  the  security  and  veil  being  of  our  citiee 
and  rural  coanunities  vhose  low-,  moderate-  and  middle-income  people  are 
being  forced  to  live  in  substandard  and/or  unaffordable  housing  units. 

In  Nev  York  City  the  situation  has  reached  crisis  proportions.  Thia  is 
evident  vhether  you  analyze  the  latest  housing  surveys,  ride  the  subways, 
or  valk  through  most  neighborhoods.  The  people  vho  house  themselves  in 
Hev  York's  subvays  and  in  the  crevices  of  Fenn  and  Grand  Central  Stations 
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are  only  the  more  vlal'ble  of  New  York  City's  36 » 000  hoBeless  Indlvldualfl. 
They  are  Joined  ^  over  1.1  million  renter  households  that  had  Incomes 
belov  Q0%   of  the  area's  median,  whose  chances  of  finding  a  standard  afford- 
able place  to  Uye  are  continually  being  reduced.  Nev  York's  vacancy  rate  In 
1981  la  2.13Z  as  ccmpared  to  2.95)(  In  197d,  vhlch  represents  a  loss  of 
17»000  available  units.  The  vacancy  rate  for  Individuals  and  families 
at  the  lov-,  moderate-  and  middle-Income  end  of  the  spectrum  Is  non-existent. 
At  the  sane  time,  contrary  to  those  vho  argue  that  housing  quality  Is  no 
longer  an  Issue,  the  rate  of  deficiency  In  housing  has  risen  by  sixteen 
per  cent  betveen  1978  and  1980  and  stands  at  more  than  222.  The  situation 
for  our  Black  and  Hispanic  neighbors  Is  even  more  acute  since  Blacks 
experience  a  housing  deficiency  In  3U.8JK  of  their  units  and  Elspanlcs  a 
rate  of  38.1JJ. 

Within  this  context  I  will  attempt  to  discuss  the  administration's 
housing  proposals  and  their  Impact,  particularly  the  "modified  Section  8 
existing  program"  proposals.  I  will  also  discuss  the  proposals  contained 
In  UR  5731  and  HR  5750  sponsored  by  Congressmen  Gonzalez  and  Schumer, 
respectively. 
The  Administration's  Housing  Program 

The  administration's  housing  budget  and  legislative  program  must  be 
resoundingly  rejected.  Proposals  to  cut  $23  billion  from  lov-lncone  housing 
are  callous,  ill-conceived,  and  pose  an  enormous  threat  to  the  viability 
of  countless  urban  neighborhoods  and  rural  communities.  Indeed  It  sho\ild 
be  obvious  to  sny  observer  that  the  new  initiatives  being  proposed  and  the 
data  supporting  these  proposals  are  nothing  more  than  a  subterfuge  by 
which  the  Federal  government  wo\ild  abdicate  its  responsibility  to  provide 
low/moderate-income  citizens  Vlth  the  opportunity  for  decent  and  affordable 
housing. 
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Ellminatlop  of  Production  ProgranB  arid  Production  Subsidies 

The  flidaiilnl8tration*8  proposals  to  rescind  a  substantial  porticn  of 
the  Fiscal  Year  1982  budget  vould  restilt  in  the  loss  of  almost  300,000 
units  of  nev  or  rehabilitated  housing ,  already  approved  under  either 
the  public  housing  or  Section  8  progrsms.  This  vould  take  place  despite 
the  critical  shortage  of  housing  that  ve  in  Nev  York  City  face  and  des- 
pite the  20%  uneoployment  rate  in  construction  and  allied  industries. 
Other  production  programs  vould  be  curtailed  or  totally  eliminated  in 
Fiscal  Year  1983,  shifting  the  housing  burden  to  states »  counties,  and 
cities  vlthout  the  ccBB&ensurate  resources  to  acconipllsh  the  Job.  Housing 
production  is  not  being  block  granted  or  "traded  in" — it's  being 
eliminated* 

In  addition  to  the  obvioxis  fact  that  the  administration  vould  be 
able  to  transfer  these  savings  from  housing  to  the  military  budget,  the 
proposals  are  based  on  the  faulty  premise  that  ve  no  longer  have  a  problem 
of  substandard  housing. 

The  fact  is  that  housing  quality  and  availability  vary  from  city  to 
city.  Unfortunately  national  statistics  tend  to  mask  the  differences  among 
cities,  often  penalizing  cities  most  in  need  of  help.  The  President's 
Ccmilssion  oo  Housing  reports  that  the  proporticn  of  dwelling  units  in 
Nev  York  City  classified  as  deficient  (19/K)  vas  more  than  tvlce  the  national 
average  {1.5%)'     However,  the  CoBmlssioo  also  noted  that  deficient  units 
are  prevalent  in  other  cities.  For  example,  more  than  l6%   of  the  units 
in  Miami  and  here  in  Washington  D.C.  are  rated  Inadequate.  A  tragically  high 
housing  deficiency  rate,  coupled  vlth  the  low  vacancy  rates  cited  earlier. 
Is  a  dramatic  indicator  of  the  need  for  low^  and  moderate- income  housing 
production  programs.  Indeed  the  Presidential  Ccmilssion  recognised  that 
quality  and  availability  problems  exist  vhen  they  reported  that  lS,6%   of 
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very  low-lncaae  rezxters  live  in  substandard  housing.  HUD,  In  Its 
sunnary  of  the  Experimental  Housing  Allowance  Program  results  (EEAF  - 
1980  Conclusions),  reported  that  36%   of  households  vith  annual  Incoaies 
belov  $8,000  lived  in  housing  that  vould  not  meet  Section  8  standards. 
Yet,  the  admlnlatrattoa  concluded  fjrcn  the  EHAP  study  (and  others  that 
focus  on  B^fordtLbility  Issues)  that  production  programs  and  production 
subsidies  aren*t  needed.  This  Is  totally  out  of  step  vlth  conditions 
in  many  cities  and  contradicts  a  statement  by  Raymond  J.  Struyk— one  of  the 
scholars  vho  reviewed  the  EHAP  findings  —  that  **EHAP  has  contributed 
to  evidence  indicating  the  inportance  of  varying  the  mix  of  housing 
programs  in  different  housing  marlLets."  The  administration's  program, 
to  date,  does  not  permit  this  to  occur. 
Proposal  to  Establish  a  Modified  Erlstlng  Section  8  Progrma  or  **Voucher  Program** 
The  adainistratlon*s  proposed  Modified  Section  8  Existing  Program** 
would  pay  the  difference  between  30%  of  a  family's  income  and  a  reduced 
fair  market  rent.  Such  a  program  was  the  subject  of  an  in-depth  analysis 
conducted  for  the  Pratt  Center  by  Frank  DeGiovanni.  A  susmiary  of  that 
study  is  appended  to  this  testimony.  In  that  study  we  attempted  to 
measure  what  the  impact  of  the  administration's  proposal  would  be  on 
New  York  City's  population.   Our  ma.lor  flndluRS  Include  Identlfvlns  the 
need  for  an  entitlement  program;  extending  eligibility  to  Include  low- 
income  families;  and  adequate  payment  standards.  I  shall  discuss  each  of 
these  separately. 

1.  Heed  for  an  Entitlement  Program 

The  administration  recognized,  in  part,  that  excessive  rents 
are  a  problem  for  the  vast  majority  of  very  low-income  families, 
yet  what  they  are  proposing  is  not  an  entitlement  program.  Hot 
only  is  it  not  an  entitlement  program,  but  it  would  assist  only 
Uo,000  additional  families  —  by  a  substantial  reduction  from 
the  level  of  past  years.  Even  at  current  levels,  fewer  households 
'are  being  served  than  trtay  need  assistance.  In  New  York  City,  only  22 
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of  the  1,138,807  •llglble  ranter  households  (i.e.>  those  vlth 
Incomes  below  802  of  the  ares  median  Income)  received  asslstsnce 

from  Section  8  or  public  housing  programs.  Furthermore,  the 
aversge  length  of  residence  in  public  housing  is  11.2  years, 
and  approximately  ^9%   of  the  households  that  have  received 
Section  8  since  1976  are  still  receiving  assistance.  The  lov 
turnover  of  households  receiving  assistance  means  that  under 
ciirrently  proposed  funding  levels  very  fev  additional  households 
csn  be  served  in  the  future.  We  believe  such  a  program  can  be 
effective  if  -—  but  only  if  —  it  is  an  entitlement  program 
available  to  all  those  vho  are  in  need  and  qualify.  Mind  you, 
urging  that  such  a  program  be  set  up  as  an  entitlement  is  nothing 
nev  —  that  vas  the  nature  of  the  progrsms  in  all  the  cities 
examined  by  HUD  in  its  EEAP  study. 
2.  ge<id  to  ErtenA  Eligibility  to_  Include  Loy^Iaeenc  Tsmlllts 

In  our  study  ve  found  that  lov-inccme  households  vere  as 
likely  as  very  lov-inccme  households  to  live  in  substandard 
units  and  to  pay  excessive  smounts  of  their  income  for  rent. 
Approximately  25/K  of  the  lov-inccme  population  eliglbile  for 
Section  8  existing  subsidies  vere  living  in  units  that  did  not 
meet  quality  standards,  compared  to  21%   for  very  lov-income 
families.  Sixty-eight  per  cent  of  the  lov-income  households 
that  entered  the  program  did  so  to  obtain  standard  quality  housing 
as  compared  to  28)(  of  the  very  lov-incosie  families.  Clearly, 
the  severity  of  housing  problems  in  Hev  York  City  is  not  indicated 
solely  by  the  size  of  a  household's  income  deficiency. 

We  conclude  therefore  that  restricting  eligibility  to  vexy 
lov-inccme  fsmllies  viU  create  hardship  for  many  lov-income 
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houBtiioIds  vlth  housing  pr6blaa»  no  less  serious  than  those 
the  adBlnlstratlon  proposes  to  assist.  Larger  households 
and  minority  houstiiolds  vlll  be  portlcularXy  affected. 

"A  cosqparlson  of  the  cbaruterlfltics  of  the  lov-lneosie 
population  and  the  r%ry  lov-lncone  population  participating 
In  the  Section  8  Existing  Housing  Program  In  Hev  York  City 
rereals  that  the  tvo  groups  differ  markedly.  Based  on  past 
participaticn  in  the  program »  the  households  likely  to  be  most  se- 
verely affected  by  the  change  In  eligibility  criteria  are 
hous fields  vlth  children  and  minority  households.  These  groups 
are  more  likely  to  be  represented  among  lov-income  Seeticn  8 
Existing  recipients  than  among  very  lov-income  Section  8  Existing 
recipients.  Because  lov-lnccme  larger  families  and  minority 
residents  generally  lived  in  substandard  housing  vhen  they  entered 
the  program,  it  is  especially  distressing  that  these  households 
vlll  no  longer  be  eligible  for  assisted  hcusing."* 

We  oppose  the  congressional  limitation  on  eligibility  to 
505  of  the  median  Income  as  veil  as  the  administration's  proposal 
to  count  food  stamps  and  other  noo-cash  assistance  as  income. 
Instead,  ve  recommend  that  eligibility  to  receive  housing  vouchers 
should  be  based  on  the  condition  of  being  ''housing  poor."  We 
are  unalterably  opposed  to  the  use  of  non-cash  contributions  and 
other  forms  of  public  assistance  such  as  food  stamps  or  school 
lunches  as  factors  in  calculating  income.  Moreover,  our  proposal 
to  use  &0%  ot  the  median  Incone  as  the  standard  is  consistent' 
vlth  that  used  in  the  EHAP  study. 


"Quotation  taken  from  Pratt  Center's  Housing  Voucher  Study,  see  the 
attached  summary,  p.  xii. 


Digitized  by  VjOOQ IC 


1328 

Need  for  Adequate  Payment  Standarda 

The  admlnlatratlon's  Modified  Section  8  Program  would 
allow  a  household  to  occupy  a  unit  renting  for  more  than  the  fair 
market  rent  with  the  tenant  required  to  pay  the  difference  be- 
tween the  actual  rent  and  the  fedr  market  rent.  In  New  York  City, 
a  reduction  in  the  fair  market  rent  (IMR)  would  exacerbate  the 
very  problem  of  housing  affordablllty  that  vouchera  were  allegedly 
deaigned  to  alleviate.  In  our  atudy  we  found  that  of  the  popu- 
lation now  receiving  Section  8,  a  lOjS  reduction  in  the  payment 
atandard  would  reault  in  half  of  the  very  low-incone  reciplenta 
paying  more  than  3^%   of  their  income  for  rent  with  23%  paying 
more  than  39)^  of  their  inccme  for  rent.  The  Impact  on  current 
and  future  participanta  would  be  even  more  aevere,  since  the 
administration  propoaala  are  likely  to  cut  the  fair  market  rent 
by  about  15-20JJ. 

We  propoae  that  the  payment  atandarda  used  to  calculate 
rent  aubaidiea  remain  as  they  are  in  order  to  allow  eligible 
houaeholds  to  occupy  decent  hoTising  without  paying  excessive 
proporticns  of  inccoie  for  housing  costs,  including  utilities. 

We  are  opposed  to  hoxiseholds  being  required  to  pay  more 
than  25%   of  their  inccme  for  hoTising  Including  utilities.  Again 
we  are  opposed  to  counting  any  non-caah  contributions  such  as 
food-stamps  as  inccme  for  computing  recipients*  rent  contributions. 
We  agree  with  the  administration* a  proposal  to  allow  households 
to  keep  the  difference  between  the  payment  atandard  and  the  actxial 
rent.  However,  while  we  agree  that  houaeholds  should  be  allowed 
to  obtain  units  costing  more  than  the  payment  if  they  are  willing 
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to  pay  the  extra  cash,  ve  believe  this  approach  can  only  work 
vhere  there  Is  an  adequate  supp^  of  standard  housing  available 
In  the  area.  Mind  you,  this  Is  not  the  case  In  many  Jurisdictions 
vhere  the  program  vlU  be  used,  although  It  vas  the  case  In 
the  cities  In  EUD's  EHAP  study. 

h.       The  JJeed  far   Froductioa  Progranifi  aiad  SubaldJea 

At  the  outset  of  By  testimony,  I  outlined  our  reasons  for  op- 
posing ^he  AdiLlfii  St  ration's  proposed  cutbacks  In  housing  pro- 
duction programs  and  subsidies,  vhlch  I  vlU  not  reiterate.  I 
vould  like  to  underscore  the  point  that  none  of  the  cities 
examined  by  HUD  In  their  EHAP  study  had  tight  housing  markets. 
Furthezmore,  EHAP  researchers  fo\md  that  "cash  assistance  for 
housing  does  not  generate  major  housing  repairs  or  new  construc- 
tion, nor  does  It  cause  visible  upgrading  of  whole  neighborhood^.^ 
Indeed,  as  I  have  shown,  while  the  administration  Is  relying  on 
the  HUD  EHAP  study  to  support  th»lT'fto41fled  Section  8" proposal, 
they  have  modified  or  ignored  so  many  of  the  fundamental  variables 
as  to  render  that  argument  untenable.  On  the  other  hand,  the 
reccmmendatlons  put  forth  in  the  Pratt  study  reflect  the  circum- 
stances that  existed  in  the  cities  studied  much  more  closely  than 
do  the  admlnlEtr at ion's  proposals. 

Thus  I  vould  urge  Congress  to  carefully  review  the  findings 
and  recommendations  of  the  Pratt  study.  While  the  study  is  focused 
on  New  York  City's  experiences  with  the  Section  8  Existing  program, 
ve  believe  the  issues  raised  and  reccmmendatlons  made  are  applica- 
ble throughout  the  country. 

It  is  inconceivable  to  us  that  at  this  Juncture  in  our  history  —  when 
housing  opportunities  for  low-  and  moderate-lncate  people  are  quickly  dls- 
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appearing  — -  our  gov-emaent  propoaea  a  policy  that  vould  exacarbata 
rather  than  alleviate  the  problem.  We  beg  you  to  restore  an  element 
of  sanity  to  Federal  domestic  policy  by: 

First,  rejecting  all  of  the  administration's  Inequitable,  absurd, 

and  heartless  hoxislng  proposals,  described  In  detail  above,  as 

veil  as  their  proposal  to  eliminate  the  rural  housing  progrsm  of 

the  Famers  Eome  Administration  and  their  proposals  to  end  the 

Housing  Counseling  Progrsms  that  have  helped  countless  families 

to  avoid  the  loss  of  their  hemes; 

Second,  restoring  the  original  Intent  of  the  Brooke  amendment, 

vhlch  set  rents  at  25)K  of  Income  Including  utilities; 

Third,  reaffirming  the  national  cooanltment  to  producing  housing 

for  low  and  moderate-lnccme  families  by  strengthening  and  fighting 

for  Implementation  of  the  Gonzalez  and  Schxmter  bills. 

Comments  on  HR  5731  (the  Gonzalez  Bill)  and  HR  5750  (the  Schumer  Bill) 

We  velccme  the  House's  efforts  to  develop  a  legislative  program  to 
counter  the  administration's  disastrous  housing  program.  While  ve  applaud 
the  Intent  and  thrust  of  the  Gonzalez  bill,  ve  vould  like  to  recGsnend  the 
follovlng  changes  regarding: 

HUD  Assisted  Hoxislng  Progrsms 

The  level  of  lov-lnccme  housing  assistance  must  be  Increased 
substantially.  The  number  of  units  proposed  still  falls  far 
short  of  the  demonstrated  need. 

Ve  applaud  the  restitution  of  desperately  needed  funds  for 
public  housing  modernization  and  operating  subsidies.  In  addition, 
ve  strongly  urge  the  requirement  that  any  deficit  In  psyments  of 
operating  subsidies  to  public  housing  authorities  shoxild  be  con- 
sidered'* rulemaking**  on  the  HUD  Secretary's  part  and  should  be 
subject  to  congressional  revlev. 
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We  cpneur  vlth  those  vho  vould  like  to  see  the  Section  8  lev 
and  Substantial  Rehahllltatloo  program  replaced  hgr  a  more 
cost-effective  production  profpram.  Hoverer,  ve  urge  that  funds 
he  set  aside  sufficient  to  meet  present  ccnnnlt&ents »  paaftieularly 
to  nonprofit  and  comnniiiity'^afled  housing  organizations  so  that 
they  can  sustain  their  lov-inccsM  housing  efforts. 
Single  Fiaily  Homeowpershl^  StimaljiB_  miA  Asairtsscf 

We  generally  support  the  extension  of  235  hcneovnership  program. 
Eovever»  ve  fesr  that  the  10-year  texia  proposed  say  cause  problems ,  par- 
ticularly If  inccBMs  don't  keep  pace  vlth  inflation  and  other  obligations 
such  as  family  grovth,  education  and  health  expenses. 

The  concept  of  forebearance  is  good,  but  vfay  hare  a  1.3^  default  rate 
to  trigger  it  "on"  and  ^  to  trigger  it  "off"?  Why  not  Just  use  the  ^ 
defaxilt  rate  as  the  threshold  beyond  vhlch  this  fund  could  be  used? 
Multi-Family  Construction  Stimulus  -  The  Schumer  Bill 

We  support  the  Intent  of  this  bill  and  velcome  the  variety  of  pro- 
duction alternatives  it  makes  available  to  substitute  for  Section  8  lev  and 
Substantial  Rehabilitation.  Hovever,  ve  must  register  the  following  concerns. 

First,  the  proposed  amount  of  $1.3  billion  vould  be  consumed  too 
quickly  by  nev  construction  and  not  produce  many  additional  housing  units. 
The  numbers  vould  depend  on  the  depth  of  subsidy  and  could  range  from  60 
to  100,000  units.  In  order  to  maximize  production  and  at  the  same  time  not 
to  penalize  high  cost  areas  vlth  a  demonstrated  shortage  of  standard  q^iality 
units ^  Congress  should  allov  localities  to  \mdertake  nev  construction 
only  vhere  they  can  demonstrate  that  rehabilitation  isn't  possible  or  likely. 

Second,  ve  believe  that  the  20S  lov/moderate-inccoe  requirement  is 
far  too  lov  and  suggest  it  be  raised  to  kO%  vlth  at  least  23%  being  lov 
as  opposed  to  moderate-inccme  families.  I  vould  also  like  to  propose  that 
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a  celling  of  150)K  of  median  be  used  for  detexvining  the  eligibility 
of  the  remaining  occupants. 

Third,  priority  should  be  given  to  proposals  vith  higher  percentages 
of  lover  income  families  and  that  do  not  foster  either  long* or  short-tena 
displacement . 

Fourth,  ve  are  ccneemed  that  the  $13»000  -  $21,660  per 
dvelling  unit  subsidy  may  be  too  shallow,  particularly,  since  Hev  York 
City's  Bousing  Vacancy  survey  indicates  that  the  Maintenance  and  Operating 
expenses  as  a  percentage  of  the  total  rent  roll  has  Jumped  from  35%   in 
1911  to  10%   in  1981,  leaving  only  30)K  of  the  rent  roll  for  debt  service, 
vacancies  and  profits. 

Fifth,  all  lover  income  units  should  be  required  to  remain  as  rental 
units  for  30  years  rather  than  the  15  years  proposed  in  the  bill. 

Sixth,  rents,  including  utilities  charged  to  tenants,  should  not 
exceed  25)K  of  their  adjusted  inccme. 

Seventh,  the  UDAG-like  criteria  are  desirable.  However,  we  are  con- 
cerned that  the  criteria  of  per  dwelling  unit  cost  might  penalize  high 
cost  cities.  Eow  will  these  factors  be  taken  into  account?  Perhaps  a 
point  system  that  equalizes  regional  cost  differences  should  be  developed. 

Eighth,  efforts  should  be  made  to  encourage  the  design  and  construction 
of  units  that  will  be  less  expensive  to  maintain  and  operate.  Therefore 
ve  would  suggest  that  criteria  that  encouroge  long-term  maintenance  and 
operating  cost  reduction  be  developed.  Included  would  be  separate  metering 
for  utilities,  cooperative  sponsorship, and  other  self  help  initiatives. 

Ninth,  "due  process"  procedures  should  be  established  with  evidentiary 
hearings  and  public  hearings  held  prior  to  the  approval  of  any  rent  increases. 
This  basic  tenant  right  should  not  be  abrogated  and  the  cost  accountability 
structure  it  establishes  should  not  be  avoided. 
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Finally,  the  language  must  be  precise.  "Available  for  occupancy** 
by  families  imder  80)K  of  median  incone  is  unacceptable.  Our  experience 
vith  Hev  York  City's  participation  loan  program  has  taught  us  that  the 
legislative  language  must  read  "occupied  by"  lov-inecoie  tenants  not 
Just  "affordable"  or  "available"  or  "within  their 'means . " 

The  Gonzales  and  Schumer  legislative  initiatives  are  the  only  bright 
spot  in  an  othervise  totally  depressing  hoxising  picture.  In  197^  I  con- 
cluded a  speech  at  a  housing  ccnference  by  saying  that  "Over  the  past 
five  years  Nev  York  City  has  lost  36,000  housing  units  per  year.  Those 
cold  statistics  do  not  reflect  the  reality  that  in  Nev  York  City  one 
hundred  families  a  day  lose  their  hemes.  If  a  foreign  eneny  vere  to  bomb 
five  tventy' family  buildings  a  day,  destroy  one  neighborhood  every  four 
months,  this  nation  vould  mobilize  its  resources  to  defeat  that  eneny." 
Today  that  enemy  is  being  edded  by  congressional  indifference,  administra- 
tive callousness,  and  corporate  greed.  Ve  urge  you  to  rekindle  congressional 
concera  for  the  "forgotten  Americans ''and  to  assure  our  country's  security 
by  rebuilding  our  homes,  preserving  our  neighborhoods,  and  revitalizing 
our  cities,  lihe  issue  is  hemes  vs.  guns  —  the  choice,  however,  is  yours. 


I  wish  to  acknowledge  the  assistance  of  Brian  Sullivan,  Frank  DeGiovanni, 
Rex  Curry,  Susan  Gould,  Mila  Ahem  and  Peggy  Warren  in  the  preparation 
of  this  testimony. 
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Pntt  iBCtitate  Coitar  for  Commniiity 
and  Bnviromnental  DevalopmeDt 
Pntt  ArcUteetana  CoUaboratiTe 


EFFECT  OF  FROF06ED  CEAIGXB  II  FROCEXIREB 
USED  TO  CALCOLAIB  TBUII  VBPS  COHBISUTIOilB 

The  proposed  chancM  ia  procedures  used  to  cslculstc  the  rent  eoxrtrlbutloDs 
of  households  pertlclpetlng  la  the  Seetloa  8  Exlstlag  Progrea  (snd  In  the  Modified 
Section  8  ficistiag  Frosraos)  irill  drasuctieallgr  increase  the  proportion  of  the  re- 
cipient *s  incoae  that  aust  be  spent  for  rent. 

The  aecoapexqring  chart  depicts  the  estiaated  effect  of  these  changes  on  the 
typical  (arerage)  hons^iold  irith  tvo  children  entering  lev  York  City's  Section  8 
EKistlag  Frograa  in  I98O.  At  a  in1n1w,  these  diaages  viU  adrersely  effect 
housdiolds  coalng  into  the  progran  after  the  changes  are  enacted.  Current  Section  8 
recipients  irill  he  siailarly  effected  unless  these  hous^iolds  are  penumently 
"grandfathered  in",  i.e.,  the  proposed  dianges  are  specificallgr  restricted  to  nev 
progran  recipients. 

The  Joint  effect  of  three  specific  proposed  changes  are  displayed  in  the  chart: 

The  tenant's  ccntrihution  is  to  be  increased  frcai  25%  ot  adlusted  laease  to 
30f  of  unadjusted  inccae.  (Znccme  is  currently  adjusted  to  take  into  account 
the  number  of  children  and  unusually  large  nedical  or  other  < 


The  basis  for  calculating  the  Fair  Maxket  Bent  is  to  be  ehsnged  trcm  the 
■edian  rent  of  all  units  aeeting  Section  8  standards ,  and  occupied  irithin 
the  last  tvo  years  by  the  current  tenants,  to  the  M)th  percentile  rent  of 
all  units  neeting  Section  8  standards,  (excluding  nevSy  built  units).  In 
lev  York  City  the  Fair  Market  Rent  incl\;iding  utilities,  for  a  tvo  bedrooa 
unit  (the  sise  needed  for  a  housdiold  vith  tvo  children)  vould  be  reduced 
by  about  15%  froa  IHOT/nonth,  to  approzlBately  $3^/aonth.  This  is  aa 
important  change  because  the  Federal  rent  contribution  under  these  ehaaget 
voxxld  be  equal  to  the  difference  betveen  the  Fair  Market  Rent  and  30$  of 
the  tenant's  unadjusted  inccsM.  If  the  unit's  rent  exceeds  the  Fair  Market 
Rent,  the  Adninistraticn's  proposals  vould  require  the  tenant  to  p^r  the 
entire  difference  out  of  his/her  pocket.* 

nie  arerage  annual  subsidy  under  the  proposed  Modified  Section  8  Scisting 
Frograa  vould  be  $2,000.  The  wart  ana  annual  subsidy  currently  is  $3 .600. 
Msny  hottsdiolds  receiving  Section  8  Existing  assistance  in  lev  York  City 
currently  receive  annual  subsidies  in  excess  of  $3,000  per  yeer. 


Under  the  current  Section  8  Ibcisting  Frograa,  tensnt's  are  not  pexaitted  to  live 
In  units  renting  for  acre  than  the  Fair  Market  Rent. 


pnJUt 
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The  chart  Indleatei  th»t  th*  tjplt*a  S«tloc  6  B)tlitlii«  houi*told  ultt  two 
ebildna  Ib  >«  Tfork  City  llvljiff  la  a  uMt  renting  for  t*t07/HDntb  luJudloi 
TJtllitlat,  paid  25%  of  Its  lAJmttd  locooa  (t597/»oiitli)  for  ront^  l.«.,  tltt?. 
lUar  th»  yropoied  changsi ,     tMi  bouaehoid'i  reot  ccmtrlt^tlai  wiuli  equ*l  30f 
otf  Itt  madjTiptgd  InooM  of  *6it7/Mntli  -  US'*  -  Pi"*  tlja  Mftlr*  dlfferetci  t«tw«a 
ttaa  lcwr*i  Tilr  Market  Rent   {%l^6)  aod  tfe*  ictual  r«nt  of  th*  unit  ($1*07)  "hleh 
Bount*  to  461*     TbuJ,  tia  taHBiit  iroxU4  liaTi  to  pay  $2^3  for  r«it  ($19^  plva  $0l), 
a  aim  equal  to  k3%  of  Ita  ulJuBted  Iacoh, 

The  lucnue  In  tbe  tenanta  reat  vould  not  occur  Imadiately  bacauaa  the  parogriB 
reifulatlooa  Ijapoit  a  celllag  en  the  aaount  of  rent  Increue  m  tenant  caa  ^  raqmlxvd 
Id  pv  in  any  dda  y*ar.     Tbe  curreEt  Halt  !■  a  10$  annual  rent  iBcrt^ta    aUbDuch 
tba  adaiiiiitratloo  U  prapoBlUft  to  raisa  the  celling  to  20*  lncraa»»  iji  r«it  pw 
year.     The  clmrt  *bov»  ^<nr  nueh  rent  tha  tenant  would  b«e  to  p«T  aach  jm v  •M  tbm 
total  rent  lncr«ue  li  phaaed  in  hy  201  aach  yetr      At  the  be^lacln*  of  tba  third 
year,  the  tenant  vould  be  paying  h2%  of  hla/her  adjuated  lucov  for  rent 

Thla  analyala  la  baaed  on  the  aaainqytlon  that  tbeie  bouee^oldp  vDuld  cnotljiua 
to  occuFy  apartBectft  rantisa  kI  or  ne«r  the  Fair  Market  Bout*     Thli  is  *  reaaonatle 
MViaptlan  In  dtlet  Uka  Tlirv  roA  Clt^  that  have  tight  bcufllng  aarlirti  (T»c»ncy 
rate       2.lJ     and  a  ^uTjstsntlal  ttount  {20t}  ot  j«iot  (iu»llty  bouatng.     LoMrlug  tb* 
Fair  Market  Rect  raAueeB  the  fiiaiber  of  ataadard  qu&llty  unite  tbat  houe ahold ■  could 
rent  within  the  Fair  HBi-ket  a«t  Inral    thereby  Increasing  the  difficulty  theee 
hiTuacholdB  facfr  In  try  log  to  find  unlti. 

Purtbciwu-e,  tbe  vatiutad  increaae  In  the  proportion  of  the  tenant's  Inccme 
that  BUJt  b»  mytiA  for  resft  would  bo  eyaa  greater  If  tbe  likely  effect  of  two 
other  propMefl  chaagee  ere  c«iiidered.     Flret,  wn^iul  K^ustaeiitB  la  the  Tnlr  Market 
Rente  to  account  for  Inflation  ud  lucreatea  in  landlco-d  c^ratlEig  ccitp  u-e  yt^ 
posed  for  all«iiDatlao.     If  thia  wre  the  cu*^  uij  Ina-eus  in  rAt  lavelt  for  tfaa 
five  year  fluritlon  of  the  r«i-t»l  «ml*t«jce  would  hartm  to  be  paid  eatlraly  ^  the 
ttflMit       Thl*  ia  likely  to  furtbar  lucre ne  tb*  tepaut*     rmt-lncou  Tatloi     aiace 
It  1»  hl^ly  doubtful  that  Section  S  recltlentB     Incoaea  keej>  pate  vltb  the  eimual 
IntrtAie  in  Taut*,  •Tera^in*  3-7 J  par  ye»r  since  1978  In  Hww  York  City.     Secondly, 
tha  effect  of  Inciuding  food  ituffl  u  Ineoite  le  not  Included  ia  the  chart,     Such 
a  change  loountH  to  ■  30|  tu  on  the  vilu*  of  the  ttnuta     food  ttu^       Th9 
cc^lned  effact  of  thece  two  addltloool  policy  changes  vtauld  be  to  dnsatically 
Increase  the  rant  burdee  oa  tbe»*  tenanta  even  beyond  the  already  Intolerable  lerel 
projected  In  the  attached  chart. 


For  Further  Infomatlon: 

(212)  636-3W6 
Ron  Shlffkan,  Director 
Brian  Sullivan,  Boualng  Speclallat 
Frank  DeOlovannl,  Consultant 
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Pntt  iBCtHate  CoBtcr  f or  Conuntmitj 
and  BnviroiuiMiiUl  Devdopmcnt 
Pntt  Architectural  CoUabontiv* 


I.     lb*  CltlM  gtuaitJ  tr*  pgt  ffMfr<«pt*tlTe  of  Cltirt^  Ei^Mimllj  Utw  Cltiw  la  th* 

1.  Tha  ttio  SSA'i  ituUfld  in  tint  lupf^lj  ( antitleaant )  daBonstratlon  raa^id 
la  else  Tr<m  110, Uan  to  £35,^00. 

2.  Tha  tvo  cltlci  vtuOlrd  In  tlic  afiombd  (non-antltlancnt)  d«Boaatrctloa  raac^A 
In  slae  fru  ^20,000  tc  ^1«000. 

B.     Iqnjing  Marfcffti  >  gpw  of  tbt  Cltle*  Htfl  Very  TUht  RqujId^  ><Mrketa 

1.  Tbe  raeaaey  Tmt«i  taq^o  tfta    .ll  la  Oraan  Bay  to  10.61  la  Booth  BaoA, 
coaparad  to  2.1%  in  Hw  tgrk  tlXj. 

2.  £Dutvhaldfl  can  b«  <}cpflct»4  to  ejiparlejice  JubBtt^tlalXy-  ^inXtT  difflcvltlaa 
In  trylnc  to  rnls  «*»  th*  ■adding  rtock  of  baualuft  In  very  tlfl^t  hooalag 
narkvti^  vbleh  cc^nAnly  occur  li:  larger  citlef   (c^tr  ^00,000^ 

II.     Wtoy  D*tlpi  Fcfcturai  of  tha  Erpcrlagntfcl  Bomlpg  Allpwaaejg  Frc«rn^ PI ff fcr  f J«  ttiflac 
JtacMfcepdtd  far  thj  Hadlflrd  Erlrtlnj  S  get  lop  g  Progm  Procoaatfjgr  J_balJk(^ii^rtr»tlQD 

A.  yuadlag  Laral 

1.  Tha  aupplj  tlta  eeagponaot  of  KRAP  vaa  mn  aa  an  opan  tBrollaaBt  (aatltlcBaat) 
px^>graa  arallabla  to  all  aUglbla  houaeholda. 

2.  Iha  adalnlatratloB'a  propoaala  are  quite  reatrlctlva  la  that,  Tery  few  addi- 
tional houaaholda  irlll  be  senred  hj  the  Modified  Section  8  PSrop-an. 

B.  Eligibility 

1.  IBAP  baaed  eligibility  strictly  on  a  houa^old's  lability  to  rent  ataadard 
quality  houali:^  vithiout  paylJ^E  ui  *ictB»lve  Ehorv  cf  lt»  Iscene   for  bobsttic. 

2.  Eligibility  for  iiBlrttd  housli^  ph>cr^  li   dOV  bela«  rvd^ced  to  5t%  cf  the 
8MBA  aedlaa  Intiimt  Iqr  tba  adMltdBtratlaa,  erea  though  tbla  doei  oot  avveiinrlly 
reflect  the  1a  cant  n^ulrad  to  obtala  ttknderd  q;uallty  lioxulng  vltbout  Id- 
currlng  ncteilvt  rent  t^urdeDt,  l.e.^evu  f«alli»  euuliw  w^e  tbao  M  of 
the  aedlan  l-nc^vi  w  D?t  ^«  a'bla  to  ^jxd  standard  quality  houalng  without 
paying  aore  than  B0|  of  their  Ineone. 


pftM 


a76WaiklBgtOBAraBna,ErooklyB,  New  York  11S06     TaL  (112)686-8486 


Digitized  by  VjOOQ IC 


1389 


C.  Rent  Lgrela  Uied  to  Detemlne  Homehold  Rent  Contributori 

1.  In  EHAP  a  hoasdx>ld*8  rent  ccntribution  vas  the  difference  between  25%   of  its 
adjuated  ineone  end  the  coat  of  obtaining  standard  quality  housing  of  an 
appropriate  siae. 

If  a  hoos^old  found  a  unit  renting  for  less  than  the  estlaated  cost  of 
standard  housing,  the  tenant  could  pocket  the  difference. 
If  the  unit  rent  exceeded  the  estlaated  coat  of  standard  housing,  the 
tenant  paid  the  entire  excess. 

2.  Hoverer,  the  AdHlnistration  is  proposing  to  change  the  procediores  used  to 
calculate  the  cost  of  standard  housing,  aka.  Fair  Hax^et  Bent. 

.  These  changes  id  11  reduce  Fair  Hazket  Rent  bgr  an  average  of  151  to  20% 

in  every  locality. 
.  Households  occupying  \mlts  vlth  rents  greater  than  this  reduced  Fair 

Karket  Rent  vlU  hare  to  p^r  the  excess  themselTes.  In  lev  York  City,  it 

is  estiaacted  that  these  changes  vlll  force  renters  to  pay  spprcadaateiy 

U3S   of  their  incone  to  obtain  standard  quality  units. 

D.  Results  of  the  Bcperiaental  ffousing  Allowance  Prograa  (ZHAP)  Do  lot  Indicate 
That  Housing  froduction  Subsidies  Are  Ho  Longer  Weeded 

1.  More  than  25%  of  the  rental  units  in  the  EHAP  supply  sites  were  considered  . 
substandard.  Forthennore,  HUD  estijnates  that  approxiaately  36$  of  hous^MlAs 
in  the  IMlted  States  earning  belov  $8,000  lire  in  housing  that  does  not  aect 
Section  8  Existing  q^iality  standards. 

2.  It  is  widely  accepted  that  housing  allowances  and  the  Section  8  Existing 
s             Program  hare  not  and  will  not  increase  the  supply  of  standard  housing  ly 

stimulating  major  rehabiUtation  or  new  construction. 

3.  These  programs  are  not  effeetlTe  mechanisms  for  helping  persons  Uring  In 
substandard  units .  In  fact ;  the  SAP  results  indicate  that  households  llTiag 
in  the  worst  quality  housing  when  they  enrolled  in  the  program  were  the 
least  likely  to  recelTe  the  rent  subsidies. 


For  Further  Infozsation: 
(212)  636-3W6 


Ron  Shiffinan,  Director 

Brian  Sullivan ,  Bousing  Specialist 

Frsnk  DeOiorannl,  Consultant 

PICCED   3/30/82 
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ACUKJWLEZXaiZNTS 

This  rtport  reprM«nts  thm  affortt  of  aany  ptopl*.  Thm  principal 
vmtxchmr   and  tachnlcal  coordinator  for  tha  pro j  act  vaa  Frank  F.  DaGlovaanl 
of  Pratt  Inatltuta.  Bla  acholarahlp,  coBmlt&ant,  and  parscvaraaca  ara 
appraclatad  by  all  who  worked  with  him..    Ha  was  ably  aaalatad  by  Kary  I.  Brooks, 
consultant  to  tha  Pratt  Cantar,  whoaa  judgmant  and  couoaal  vara  Isvaluabla. 
Halanla  Budak  and  Cliff  Holtaxman,  graduate  atudanta  of  tha  Department  of 
City  and  Regional  Planning  at  Pratt's  School  of  Architecture,  aaalatad  In 
the  gathering  of  data.  Brian  T.  Sullivan  of  tha  Pratt  Center  alao  mada  iaipor- 
tant  contrlbutlona  to  the  report  aa  ha  haa  dona  in  eountlaas  other  efforta 
focuaed  on  providing  affordable  boualsg  to  low-  and  aoderace-inccrae  paraona. 
Aaaistlng  all  of  ua  was  Paggy  Krosall-Warran.  i^hose  efficiency  and  quality 
of  work  and  senae  of  humor  kept  everything  moving.  We  alao  would  like  to 
thank  Janet  Covert  for  her  excellent  work  la  preparing  thia  report  for 
publication. 

Michael  Gumee  and  Michael  Lenauar  of  the  Fund  for  the  City  of  Vav 
York  provided  invaluable  aaaiataace  by  procaaalng  the  data  on  Invariably 
ahort  notice.  Detailed  and  Ixialghtful  eoaoants  on  draft  ravialona  of 
tha  report  waae  provided  by  Robert  Sefaur,  a  consultsnt  to  PICdD  baaed  in 
Vav  Tork;  Bonnie  Brower,  Eaecutive  Director  of  the  Aaaociation  of  Neigh- 
borhood Houaing  Developera  in  Raw  Tork  City;  Cuahing  Dolbeare,  Eaecutive 
Director  of  the  Rational  Low  Income  Boualng  Coalition;  and  Kate  Crawford 
of  the  Rational  Low  Ineoma  Boualng  Coalition.  While  wa  are  grateful  for 
their  suggestions,  any  flcwa,  waaknaaaea,  or  errors  in  the  study  ere, 
needless  to  say,  our  own. 
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In  fozBulatlog  our  analysis  of  tbm   Sactlon  8  Existing  Eoaslng  Program 
and  Its  affects  at  tha  nalghborhood  laval  in  New  York  City,  va  ara  Indebted 
to  the  participants  In  the  various  Housing  Roundtabla  meetings  held  over  the 
pest  tvelve  months.  For  contributing  to  our  understanding  of  the  broader 
policy  lapllcetlons  of  the  voucher  proposal,  ve  vlsh  to  thank  those  vho 
gave  so  freely  of  their  time  and  advice  as  part  of  the  Transition  Advisory 
Panel.  Again,  vhlle  ve  gratefully  acknowledge  the  contributions  of  all 
of  tha  above,  the  opinions  and  recoiwendatlona  expressed  herein  in  the 
end  are  truly  our  ovn. 

The  recommendations  vere  developed  after  consultation  vlth  many 
Indlvlduala  representing  neighborhoods,  private,  quasi-public,  and  public 
groups;  participants  in  the  Housing  Round  table  meetings;  and  the  members 
of  the  Transition  Advisory  Panel.  The  final  set  of  recommendations  that 
appear  in  the  report  emerged  from  this  process.  Nevertheless,  the  recom- 
mendatlona  ramain  those  of  the  Pratt  Center  for  Coamnaity  and  Environmental 
Development  and  are  not  necessarily  endorsed  by  all  the  individuals  who 
participated  in  tha  process. 

And  finally,  for  all  they  have  done,  ve  are  grateful  to  Nancy  Caatlaman 
of  the  Fund  for  the  City  of  Nev  York  and  Lorle  Slutaky  of  Nev  York  Comunity 
Trust. 


Ron  Shiffman,  Transition  Project  Coordinator 
Director 

Pratt  Institute  Center  for  CoBonnity 
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PREFACE 

Ihls  study  was  conceived  by  the  Pratt  Center  for  Comiunity  and 
Environnental  Development  in  August,  1981  when  early  reports  of  the  proposals 
being  considered  by  the  President's  Comnission  on  Housing  and  the  Department 
of  Housing  and  Urban  Development  indicated  chat  a  housing  wucher 
program  v^uld  be  a  centerpiece  of  the  Comoaission's  recommendations  regardir^ 
federal  programs.  The  purpose  of  the  study  was  to  determine  whether  the 
research  results  relied  upon  by  the  Gcanission  in  recommending  a  housing 
voucher  program  accurately  reflected  the  situation  in  New  York  City. 
Consequently,  the  initial  analysis  focused  on  identifying  the  types  of 
hous^lds  in  New  York  City  likely  to  be  affected  by  the  proposals  ixxier 
discussion  and  en  determining  v^ether  households  issued  housing  vouchers  in  a 
tight  housing  market  would  experience  difficulties  finding  acceptable 
housing. 

The  scope  of  the  study  expanded  to   include  other  issues  aa   details  of 
the  recommendations  under  consideration  by  the  CommissiGn  and  the 
Adoinistration  emerged.  Issues  such  aa   the  effect  of  lowering  the  pa>ment 
standard  used  in  the  Section  8  Existing  Program,  the  possible  effect  of 
quality  standards  in  limiting  housing  wucher  recipients'  choices  of 
neighborhoods  and  the  relationship  between  housing  vouchers  and  neighborhood 
stability  were  examined  \4ien  it  became  obvious  that  housing  \ro\xhers  were 
being  considered  as  a  replacement  for  the  Section  8  Existing  Program  and  the 
major  federal  housing  production  subsidy  programs. 

Data  frcm  the  1976  Annual  Housing  Survey  conducted  in  New  York  City, 
together  with  the  results  of  the  1981  Housing  and  Vacancy  Survey  of  New  York 
City's  rental  housing  market  conducted  by  the  U.S.  Bureau  of  the  Census,  were 
relied  upon  to  examine  the  nature  of  housing  problems  facing  lower  income 
households  in  New  York  City.  Data  describing  characteristics  of  both 
recipients  of  Section  8  Existing  rental  assistance  and  households  Issued 
certificates  but  not  eventually  receiving  the  subsidy  were  obtained  frcm  the 
New  York  City  Housing  Authority.  Finally  interviews  were  oondijcted  with 
representatives  of  neighborhood  housing  organizations  to  obtain  their 
perceptions  of  the  possible  impacts  of  a  housing  voixher  program  on  lower 
inccoe  neighborhoods. 

Many  of  the  U.S.  Department  of  Housing  and  Urban  Development  and  U.S. 
Office  c^  Management  and  Budget  preliminary  proposals  for  a  housing  voucher 
program  became  public  in  the  period  between  release  of  the  draft  report  and 
this  final  version.  The  impact  of  some  of  these  changes  are  discussed  in  the 
report.  However,  the  specific  effect  of  some  of  these  changes  could  not  be 
identified  because  the  required  data  were  not  available.  Moreover  the  final 
form  of  the  Administration's  proposals  had  not  been  determined  as  we  went  to 
press.  The  analysis  and  discussion  of  this  report  remain  focused  primarily 
on  Che  implications  of  Che  recommendations  put  forward  bv  Che  President's 
CcomissiGn  on  Housing  in  its  Interim  Report  of  October,  1981. 

The  findings  contained  in  chis  report  present  a  clear  picture  of  Che 
probable  impact  of  various  features  of  a  hcxising  voucher  program  on  lower 
income  hous^iolds  in  New  York  City.  These  findings  should  be  applicable,  in 
principal,  to  the  range  of  voucher  programs  now  iixler  consideration.  Based 
on  chis  analysis,  a  nmber  of  recommendations  are  made  concerning  Che  design 
of  a  housing  voucher  program  and  the  need  Co  provide  some  form  of  housing 
production  subsidy  in  areas  lacking  an  adequate  supply  of  standard  quality 
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housing  for  lower  income  households.  Tlie  Conmission's  Interim  Report  notes 
that  production  programs  will  still  be  needed  in  areas  of  inadequate  supply. 
New  York  City  is  clearly  such  an  area. 

The  findings  and  the  recommendations  endorsed  in  this  report  provide: 

.  concrete  information  v*iidi  can  inform  the 
debate  over  the  proposals  for  a  housing  voucher  program; 

.  evidence  of  the  impacts  of  many  of  the  proposed  features  of  a 
housing  voucher  program  on  housing  poor  households  and  their 
neighborhoods ; 

.  a  basis  for  neighborhood  groups,  coalitions,  and  others  interested 
in  the  housing  problems  of  lower  income  persons  to  use  in  seeking 
to  affect  policy  decisions  about  assisted  housing  programs;  and 

.  specific  recommendations  for  design  of  a  housing  voucher 
program  that  we  believe  will  best  serve  the  needs  of  lower  income 
and  minority  persons  and  their  neighborhoods. 

It  is  hoped  that  this  report  will  be  received  and  discussed  by  the 
President's  ComnissiGn  on  Housing  and  its  staff;  others  involved  in  housing 
policy  within  the  Reagan  Adninistration ,  Congress,  tiie  U.S.  Department  of 
Housing  and  Urban  Development;  public  interest  organizations  and  coalitions 
throq^iout  the  country;  state  administrations;  those  in  New  York  City 
involved  in  the  administration  of  assisted  housing;  and  neighborhood  groups 
and  their  constituencies  concerned  about  housing  in  their  own  neighborhoods. 
Whatever  shape  the  final  recomoaendations  for  a  hcxising  voucher  takes,  we  hope 
that  the  analysis  and  recommendations  presented  in  this  report  will 
contribute  to  the  development  of  a  cost-effective  hcxising  program  that  will 
benefit  the  lower  income  population. 
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OVERVIEW 

This  study  ias  ividertaken  in  August  1981  by  the  Pratt  Center  to 
identify  how  New  York  City  residents  would  be  affected  by  changes  in 
assisted  housing  programs  being  considered  by  the  President's  Oomnission  on 
Housing  and  the  Reagan  Administration.  The  findings  contained  in  this 
report  present  a  clear  picture  of  the  probable  impact  of  various  features 
of  a  housing  voucher  progran  on  lower  income  households  in  New  York  City. 
Based  on  this  analysis,  reconnendations  are  made  concerning  the  design  of 
a  housii^  voucher  program  and  the  need  to  provide  some  form  of  housing 
production  subsidy  in  areas  lacking  an  adequate  supply  of  standard  quality 
housing  for  lower  income  households.  Reconmendations  regarding  the  major 
features  of  a  housing  \roucher  program  are  presented  ismed lately  below. 
Recommendations  specifying  details  of  these  program  features  are  presented  in 
the  following  sections  of  the  suoomary. 

Recanpendations  Regarding  Major  Features  of  a  Housing  Voucher  Program 

A  housing  \roucher  program  for  providing  housing  assistance  to  Lower 
inccme  owners  and  renters  paying  excessive  proportions  of  their  incone 
for  housing  costs  or  those  livijig  in  physically  deficient  housing 
is  endorsed.  However,  the  following  guarantees  must  be  built  into  such 
a  program: 

a.  A  housing  \roucher  program  must  be  an  entitlement  program  enabling 
all  "housing  poor"  to  obtain  standard  housing.* 

b.  Eligibility  for  the  housing  voucher  program  should  reflect  the  cost 
of  obtainixig  standard  quality  housing  and  the  subsistence  needs  of 
households  of  varying  sizes  in  metropolitan  areas.  This  requires  a 
different  definition  of  eligibility  than  the  standard  income  Units 
currently  used. 

c.  A  housing  voucher  program  must  be  accompanied  by  production 
programs  where  they  are  needed  to  ensure  the  availability  of 
standard  housing  for  lower  income  hoiiseholds  and  the  preservation 
and  maintenance  of  existing  housing  opportinities. 

d.  Housing  units  in  which  recipients  of  housing  M3\jchers  reside  must  be 
subject  to  reasonable,  locally  determined  quality  standards. 

e.  Payment  standards  used  to  calculate  rent  subsidies  must  be  adequate 
to  allow  eligible  households  to  occupy  housing  meeting  the  quality 
standards  without  paying  a  greater  proportion  of  income  for  rent 
than  is  required  by  law. 


^"Housing  poor"  housdiolds  include  renters  and  oMiers  whose  Incomes  are  not" 
adequate  to  obtain  standard  housing  without  paying  an  excessive  proportion  of 
their  income  for  rent. 
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The  subsidy  inder  the  hsuslng  voxicher  program  should  be  paid 
directly  to  the  recipient  unless: 

1.  The  tenant  chooses  to  have  the  parent  go  to  the  owner;  or 

2.  The  voucher  is  used  to  secure  a  rehabilitation  loan,  in  vhich 
case  the  parent  shoiild  go  directly  to  the  owner  or  manager  of 
the  property. 

Adninistrative  ^inds  made  available  to  local  housing  authorities 
must  be  sufficient  to  allo^  a  high  level  of  support  send.ces  for 
potential  recipients  and  effective  enforcement  of  housing  quality 
standards. 

A  housing  voucher  program  must  be  administered  independently  frca 
all  other  public  assistance  programs,  such  as   school  lunches, 
food  stamps,  medicaid,  so  that  pa^wents  frca  these  programs 
are  not  included  In  incane  calculations. 

The  ooonitment  of  funds  to  Local  housing  aidK>rities  for  15  years 
izider  the  Section  8  Existing  Program  should  be  retained  under  the 
housing  \roucher  program. 


NEED  FOR  PN   ENTlTLEMEITr  PROGRAM 


Findings 


The  President's  Commission  on  Housing  recognizes  that  excessive  rent 
burdens  are  a  problem  for  a  majority  of  very  low- income  households,  yet 
they  state  that  the  proposed  oonsuner-oriented  housing  assistance  grant 
should  not  be  an  entitlement  program.  Nbt  only  is  the  housing  voucher 
program  not  conceived  of  as  an  entitlement  program,  but  the  luober  of 
additional  units  proposed  for  housing  programs  by  die  Reagan  Administration 
is  a  substantial  reduction  from  the  levels  of  past  years. 

Few  households  are  served  by  housing  programs  relative  to  the  need  for 
such  assistance.  This  is  graphically  evident  in  New  York  City,  viiere  the 
amount  of  unmet  need  is  especially  large.  In  1976,  1,138,802  renter 
hous^iolds  had  incomes  below  801  of  the  area  median.  Of  these,  only  22!l 
received  assistance  from  the  Section  8  Existing  Housing  Progras  or  public 
housing.  The  serious  need  for  increased  levels  of  housing  assistance 
in  New  York  City  is  exacerbated  by  the  laa  turnover  of  housdiolds  receiving 
housing  assistance.  The  averase  length  of  residence  in  public  housing 
projects  in  New  York  City  is  11.2  years,  and  the  New  York  City  Housing 
Authority  estimates  that  89%  of  hous^iolds  that  have  received  Section  8 
rent  subsidies  since  1976  are  still  receiving  assistance. 

With  reduced  levels  of  program  funding,  the  low  turnover  rate  of  program 
beneficiaries  means  that  fewer  additional  needy  hous^iolds  can  be  served  in 
the  future.  Faced  with  such  a  situation,  it  is  time  to  consider  expanding 
the  program  to  serve  all  those  hous^iolds  ite  need  assistance. 

Recommendations  Regarding  Level  of  Funding 

A  housing  voucher  program  for  providing  housing  assistance  to 
those  Lower  income  households  paying  excessive  proportions  of 
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their  inocjoe  for  hoiking  costs  or  those  living  in  physically  deficient 
housing  Is  endorsed.  However,  the  progras  must  be  sn  entitlement  program 
enabling  all  "housing  poor"  to  obtain  standard  housing.  In  addition,  the 
guarantees  enunerated  in  the  previous  set  of  reconnendations  must  be  built 
Into  the  program. 

IMPACTS  OF  LIMITING  ELIGIBILITY  TO  VE»Y  ITW-INOOME  HOUSEHOLDS 

Findings 

The  Commission's  analysis  of  national  data  led  it  to  identii^  housing 
affordability  as   the  major  problem  facing  renters  and  as  primarily  a  problem 
of  very  low- income  household.  Eligibility  for  the  housing  voucher  program  is 
to  be  restricted  to  very  low- income  households,  those  widi  incomes  at  or 
below  50%  of  the  area  median.  Previously  eligible  low-inccme  households 
(those  with  incomes  between  ^X  and  80%  of  the  area  median  income)  would  be 
excluded  from  participation. 

Limiting  eligibility  for  assisted  housing  to  hous^x>lds  with  Incomes 
at  or  below  50Z  of  the  area  median  inccme  would  exclude  nearly  one- third  of 
the  presimably  eligible  renter  population  from  participation  in  assisted 
housing  prograDs  in  New  York  City.  Similarly,  15 •2X  of  those  presently 
served  by  public  housing  and  Section  8  Existing  would  no  longer  receive 
benefits  if  the  regulations  are  applied  to  these  households  «Aien  their  lesMS 
or  contractual  agreements  expire. 

As  severe  as  the  housing  affordability  problem  for  very  low-inccme 
renters  is,  the  restriction  of  progran  eligibility  to  very  low-inccme 
housdiolds  reflects  a  limited  view  of  housing  needs,  /to  income  eligibility 
standard  set  at  50Z  of  the  median  income  for  the  area  may  exclude  many 
hous^iolds  with  sn  affordability  problem.  Ihose  "housing  poor'*  families 
needing  a  subsidy  to  rent  standard  quality  units  can  be  more  accurately 
identified  by  calculating  the  anount  of  income  available  for  housing  after 
the  proportion  of  their  income  that  must  go  for  minimally  adequate 
non- shelter  costs  is  taken  into  account.  Built  into  such  an  approach  is  tht 
recognition  diat  the  proportion  of  income  that  must  go  for  minimally  adequate 
non-shelter  consunption  increases  as  hous^iold  size  increases. 

Furthermore,  low- income  houa^iolds  are  as  likely  as  very  low- income 
housdiolds  to  live  in  physically  inadequate  housing  in  New  York  City. 
Approximately  25%  of  the  low-income  population  apparently  eligible  for  the 
Section  8  Existing  Housing  Progran  in  New  York  City  in  1976  was  livina  in 
dwelling  units  that  did  not  meet  quality  standards,  compared  to  27X  of  the 
apparently  eligible  very  low- income  housdiolds. 

The  need  of  low-income  housdiolds  for  housing  subsidies  to  escape 
substandard  housing  is  forther  evident  if  we  look  at  the  reasons  indicated  on 
New  York  City  Housing  Audx)rity  records  for  households  entering  the  Section  8 
Qcistlng  Housing  Program.  Approximately  63X  of  all  recipients  entered  dw 
program  to  relieve  the  burden  of  paying  too  mudi  of  their  income  for  rent, 
while  over  one-third  of  all  recipient  households  entering  the  progrsBi  livvd 
in  eidier  substandard  or  overcrowded  mits  and  sought  relief  from  such 
housing  conditions. 

^Ihe  Housing  and  Connunity  Development  Act  of  1981  already  has  imposed  some 
limitations  on  the  participation  of  low-income  households  in  the  Section  8 
and  public  housing  prograns. 
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A  large  majority  (68X)  of  the  low- Income  hoiiseholds  that  received 
assistance  under  the  Section  8  Existing  Housing  Progran  In  New  York  City 
entered  the  program  to  obtain  standard  quality  housing,  compared  to  23%  of 
the  very  low- income  recipient  households.  Moreover »  low- income  households 
were  more  than  three  tines  as  likely  as  their  very  Low- income  counterparts  to 
have  been  living  in  overcrowded  dwelling  units. 

Larger  households  and  minority  hoiiseholds,  regardless  of  income,  appear 
to  have  a  more  difficult  time  than  small  households  and  non-mlnorlty 
households  finding  adequate  accommodations  liilch  they  can  afford  at  their 
incone  level  without  a  housing  subsidy.  Approximately  75%  of  all  low-income 
recipient  households  with  dilldren  entered  the  progan  living  in  substandard 
units.  They  were  also  more  likely  to  have  been  living  in  overcrowded 
dwelling  uilts.  Furthermore,  approximately  half  of  the  Black,  Puerto  Rlcan, 
and  other  Hispanic  households  entered  the  program  because  of  substandard 
housing,  ^dhlle  less  than  25Z  of  liilte  households  entered  the  program  for  this 
reason. 

These  findings  indicate  that  the  Incomes  of  many  Low- income  households 
apparently  are  not  sufficient  to  allaa  than  to  obtain  acceptable  quality 
accommodations  without  sacrificing  important  non- shelter  subsistence  needs. 
Clearly,  the  severity  of  housing  problems  in  New  York  City  is  not  indicated 
solely  by  the  size  of  a  hous^iold  s  income  deficiency. 

A  comparison  of  the  characteristics  of  the  low- income  population  and  the 
very  low- income  population  participating  in  the  Section  8  Existing  Housing 
Program  in  New  York  City  reveals  that  tie   tuo  groups  differ  markedly.  Based 
on  past  participation  in  the  program,  the  housdiolds  Ukely  to  be  most 
severely  affected  by  the  change  in  eligibility  criteria  are  hous^iolds  with 
children  and  minority  households.  These  groups  are  more  likely  to  be 
represented  among  Low- income  Section  8  Existing  recipients  than  among  very 
low- income  Section  8  Existing  recipients.  Because  Low- income  larger  families 
and  minority  residents  generally  lived  in  substandard  housing  «Aien  they 
entered  the  program,  it  is  especially  distressing  that  these  hoisseholds  will 
no  longer  be  eligible  for  assisted  housing. 

Since  Low- Income  hous^iolds  are  as  Ukely  as  very- low  income  households 
to  live  in  substandard  units,  and  since  man^  pay  an  excessive  anount  of  their 
income  for  rent,  they  should  not  be  excluded  from  participating  in  a 
voucher  progran.  Restricting  eligibility  to  very  low-income  households  will 
produce  hardships  for  many  low-income  housdiolds  with  housing  problems  no 
less  serious  than  dK>se  ^ed  by  many  of  the  households  to  be  served. 

Recommendations  Regarding  Eligibility  for  Housing  Assistance 

1.  Eligibility  to  receive  benefits  fron  a  housli^  voucher  progran  should 
be  based  on  the  condition  of  being  "housing  poor".  This  reqrilres  a 
different  definition  of  eligibility  than  the  standard  income  limits 
currently  used. 

a.  One  method  of  defining  "housing  poor"  which  should  be  considered 
is  based  en  a  "market  basket"  approach.  Available  shelter  income 
is  computed  by  identifying  the  total  income  (after  taxes)  by 
household  size  left  after  subtractli^  the  cost  of  meeting  basic 
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necessities  for  a  mininniD  adequate  standard  of  living  as  defined 
by  the  U.S.  Bureau  of  Labor  Statistics.  Any  household  whose 
available  shelter  Incone  is  less  than  the  sDovnt  of  money  needed 
to  obtain  standard  quality  acccoiDodatlons  for  a  hous^iold  of  its 
size  diould  be  considered  eligible  for  housing  assistance. 

b.  A  reduction  to  50Z  of  median  area  income  as  a  basis  for 

eligibility  to  receive  housing  assistance  cannot  be  endorsed 
because  it  eliminates  hoxisehold  types  (including  large  families 
and  minorities)  that  are  "housing  poor". 

2.  Unless  a  '^market  basket"  approach  is  adopted,  procedures  used  to 
compute  Inccme  for  eliglbllty  determination  should  not  be  changed. 

a.  Non-cash  contributions  from  other  forms  of  public  assistance 
should  not  be  included  In  the  computation  of  income. 

b.  Allowances  for  minors,  higher  than  normal  medical  expenses  or 
other  unusual  expenses  should  be  retained  and  the  allotmnces  for 
minors  Increased. 

3.  Hous^iolds  that  receive  assistance  izider  a  housing  voucher  progroD 
should  continue  to  receive  the  subsidy  as  long  aa   they  remain  eligible 
for  the  program. 

4.  Adnlnlstratlve  funds  must  be  made  available  to  local  units  of 
govemnent  sufficient  to  enable  affirmative  efforts  to  ensure  that  all 
^x>uslng  poor"  households  can  benefit,  particularly  large  fEmllles  and 
minorities.  Proposals  to  reduce  the  araount  of  adnlnlstratlve  funds 
allocated  to  izilts  of  local  govemnent  should  be  rejected. 

PROBLEMS  UKEUr  TO  RESULT  FRCM  ELIMINAnCN  OF  PRODUCTION  SUBSIDIES 

Findings 

The  various  voucher  proposals  put  forward  by  the  Administration  and 
the  President's  Commission  on  Housing  reccmnend  termination  of  current 
housing  production  subsidy  programs.  The  President's  Commission,  however, 
recognizes  that  some  groups  or  areas  are  characterized  by  shortages  of 
rental  housing  or  a  relatively  large  incidence  of  physically  Inadequate 
housing.  The  Coanission  report  presents  preliminary  recaomendations  that 
these  problems,  \iiere  they  exist,  be  addressed  by  other  means.  These 
include  new  construction  as  an  eligible  activity  under  tha  CDBG  program; 
providing  options  for  State  and  local  agency  financing  of  housing  dirough 
tax-exempt  or  taxable  bonds;  changing  federal  tax  policy  to  provide  a  tax 
credit  for  rehabilitation  or  residential  buildings,  and  encouraging 
private  groups  at  the  local  level  to  sponsor  and/or  finance  housing 
programs. 

The  supply  of  adequate  housing  for  lower  Income  persons  is  not  likely 
to  be  Increased  substantially  in  localities  if  the  current  housing 
production  subsidy  programs  are  eliminated  xnless  they  are  replaced  with 
other  types  of  subsidy  programs.  In  this  situation,  households  living  in 
substandard  housing  at  the  time  they  are  Issued  rent  certificates  or 
housii^  vouchers  in  tight  housing  markets  or  markets  containing 
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substantial  anouita  of  deteriorated  housing  will  experience  great  difficulty 
finding  housing  meeting  program  standards.  The  additional  roit-paying 
ability  of  households  with  >roucher8  will  not  stimulate  new  construction, 
since,  even  with  the  subsidy,  th^  could  not  afford  the  rent  of  newly 
constructed  units. 

Insight  into  the  difficulties  likely  to  be  encountered  by  households 
issued  housing  vouchers  in  a  tight  housing  market  with  a  large  supply  of 
deteriorated  housing  was  obtained  by  examining  the  experiences  of  households 
issued  Section  8  certificates  in  New  York  City. 

Under  the  able  administration  of  the  New  York  City  Housing  Authority, 
more  than  30,000  hous^iolds  -  73%  of  those  issvied  rent  certificates  -  have 
benefited  from  participating  in  Che  Section  8  Existing  Program  since  1976, 
either  by  moving  into  decent  quality  or  less  crowded  housing  or  by  paying 
less  of  their  own  Low  incomes  for  rent.  Despite  this  impressive 
acccmplishment,  many  housdiolds  issued  Section  8  certificates  did  not 
receive  rental  assistance  in  New  York  City's  tight  housing  market.  The 
percentage  of  certificate  holders  that  did  not  receive  assistance  appears  to 
nave  increased  at  the  same  time  that  the  vacancy  rate  and  the  length  of  time 
available  units  remain  vacant  has  declined.  Approximately  36Z  of  households 
issued  certificates  after  January  1,  1979  did  not  receive  a  subsidy, 
ccmpared  to  27X  f or  the  entire  period  between  1976  and  1981* 

The  effect  of  the  tight  housing  market  is  further  reflected  in  the 
experience  of  households  who  wEoited  to  move  or  who  were  required  to  move  to 
receive  die  rent  subsidy.  These  households  were  substantially  less  likely 
to  receive  assistance  than  \«re  households  who  were  able  to  receive  the 
subsidy  without  moving.  Since  the  beginning  of  1979 ,  approximately  54X  of 
certificate  holders  ^  wanted  to  or  had  to  move  did  not  receive 
assistance,  compared  to  only  15%  of  certificate  holders  \Jho  were 
eligible  to  receive  the  assistance  without  moving. 

The  relationship  between  a  household's  wanting  to  or  having  to  move  to 
receive  assistance  and  not  receiving  the  subsidy  is  revealed  very  clearly  in 
the  experience  of  minority  residents  and  ho\iseholds  with  children.  Both  in 
the  total  population  of  renters  and  among  certificate  holders  who  did  obtain 
rental  assistance,  minority  households  and  those  with  children  were  more 
likely  dian  other  households  to  occupy  substandard  housing.  They  also 
experienced  more  difficulties  than  other  types  of  hous^iolds  using 
their  certificates  to  obtain  better  housix^.  Approximately  70X  or 
hous^nlds  with  diildren  and  Black  and  Puerto  Rican  certificate  holders 
wanted  to  or  had  to  move  to  receive  the  subsidy,  ^ile  more  than  45%  of 
certificate  holders  in  these  groups  did  not  eventually  receive  the  subsidy. 

Although  the  evidence  is  not  conclusive,  it  suggests  that  many 
housdiolds  did  not  participate  in  the  program  because  of  the  scarcity  of 
adequate  housing  beeting  program  standards.  These  households  would  face 
similar,  if  not  worse  pncoblcns,  finding  acceptable  housing  under  a  voucher 
program  without  some  effort  to  expand  the  supply  of  standard  housing  for 
ijower  income  hous^iolds. 

Recommendations  Regarding  Changes  in  Housing  Subsidy  Programs 

1.  A  housing  voucher  program  for  lower  income  households  is  endorsed  only 
if  there  are  sufficient  production  programs  to  ensure  that  standard 
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housing  is  available  and  maintained  for  "housing  poor"  housdiolds. 

a.  Those  housing  production  programs  vhich  provide  standard  housing  at 
the  lowest  cost  primarily  to  the  "housing  poor"  should  be 
emphasized.  Production  programs  that  are  shown  to  benefit 
"housing  poor"  households  ^uld  be  funded. 

b.  Housing  production  programs  should  be  targeted  to  areas  with  a 
demonstrated  shortage  of  standard  housing  for  "housing  poor" 
households.  Examples  of  indicators  signifying  a  need  for 
production  programs  are  a  low  rental  vacancy  rate  and  a  short  vacancy 
duration  or  the  existence  of  a  large  supply  of  substandard 
housing. 

c.  l*tiere  adeqxjate  programs  to  increase  the  supply  of  standard 
housing  for  "housing  poor"  households  in  differing  circumstances 
do  not  exist,  they  should  be  created.  Eicamples  of  such  programs 
are:  direct  production  subsidies,  deferred-second  mortgage  home 
purchase,  improved  operating  subsidies  for  public  housing,  revised 
tax  provisions  to  encourage  maintenance  of  present  rental  hoiising 
stock,  conversion  of  homeowner  deductions  to  credit,  subsidies  for 
mutual  housing  associations  or  limited  equity  cooperatives,  and 
additional  subsidies  for  lower  income  home-ownership. 

2.  In  addition  to  necessary  Federal  involvement,  proposals  to  encourage 
private  foundations,  labor  uiions,  corporations  and  religious 
institutions  to  provide  housing  and  to  enhance  the  use  of  pension 
funds  for  housing  investment  are  endorsed.  However,  these  proposals 
cannot  be  expected  to  have  any  significant  effect  on  the  production  of 
housing  iziits  for  lower  income  people. 

3.  Preservation  of  the  existing  stock  of  publicly  assisted  housing  must  be 
a  priority. 

EFFECT  OF  CHANGES  IN  THE  PAXMENT  STANDARD  USED  TO  CALCULATE  HOUSING  SUBSIDIES 

Findings 

In  its  Interim  Report,  the  President's  Commission  has  recamended  that 
an  approach  similar  to  that  used  in  the  Experimental  Housing  Alld^ance 
Program  (QIAP)  be  adopted.  A  housdiold  would  be  free   to  occupy  a  \iiit 
renting  for  more  than  the  standard  used  to  calculate  the  tenant  contribution, 
with  Che  tenant  required  to  pay  the  difference  between  the  rent  and  the 
standard.  In  other  words,  the  voucher  recipient  would  pay  more  than  30X  of 
his/her  income  for  housing  If  the  unit  rent  exceeded  the  payment  standard. 
Conversely,  if  the  recipient  found  a  unit  renting  for  less  than  the  payment 
standard,  the  recipient  could  pocket  the  difference. 

In  New  York  City,  even  a  lOX  reduction  in  the  payment  standard  would 
exacerbate  the  very  problem— housing  affordabillty— that  housing  vouchers  are 
designed  to  alleviate.  Dropping  the  payment  standard  lOZ  below  the  current 
Fair  Market  Rents  would  force  a  substantial  nunber  of  Section  8  recipients  to 
pay  more  of  their  income  for  rent  if  the  change  is  applied  to  current  program 
particlpantis. 
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If  this  occurred,  the  30Z  of  the  recipients  living  in  iviits  already 
renting  at  or  above  the  Fair  Market  Rent  clearly  would  have  to  pay  more  than 
30%  of  their  income  for  rent.  In  addition,  some  of  the  recipients  whose 
ixiit  rents  are  within  10%  of  the  Fair  Market  Rents  would  be  affected  by  this 
change.  This  change  would  fall  rather  hard  en  these  households,  since  their 
rent  contribution  is  already  being  increased  from  25%  to  30%  of  their  income 
during  the  next  five  years. 

Estimates  of  the  median  rent- to- income  ratio  likely  to  be  paid  by 
households  receiving  Section  8  assistance  if  the  payment  standard  is  lowered 
only  10%  are  quite  dramatic.  For  example,  half  of  die  very  low- income  single 
elderly  households  would  have  to  pay  more  than  34%  of  their  income  for  rent; 
one- fourth  of  these  same  households  would  have  to  pay  more  than  39%  of  their 
inccme  for  rent.  The  impact  would  be  equally  severe  for  very  low- income 
households  containing  one  adult  with  children. 

If  the  change  in  payment  standards  is  not  applied  to  current  recipients, 
only  housdiolds  coming  into  the  program  after  the  effective  date  of  the 
change  would  be  affected.  The  impact  on  future  program  participants  depends 
upon  how  closely  tiie  current  Fair  Market  Rents  reflect  the  rents  actually 
charged  in  a  locality  for  dwellings  meeting  program  quality  standards. 

All  available  evidence  suggests  that  lowering  the  payment  standard 
would  make  it  very  dlfficut  for  households  issued  certificates  or  vouchers  to 
locate  standard  quality  housing  renting  below  the  payment  standard  in  New 
York  City's  tight  housing  market.  In  such  a  situation,  the  voucher  again 
would  have  failed  to  achieve  its  major  purpose — alleviating  the  rent  burdens 
faced  by  many  lower  income  households. 

Reconmendations  Regarding  Changes  in  Payment  Standards 

1.  The  payment  standard  used  to  calculate  rent  subsidies  must  be 
adequate  to  allow  eligible  households  to  occupy  deceit  housing  of 
an  appropriate  size  in  the  market  area  without  paying  excessive 
proportions  of  income  for  housing  costs,  including  utilities. 

a.  The  median  rent  of  all  recently  occupied  dwelling  units, 
including  newly  constructed  inits,  should  be  retained  aa   the 
payment  standard. 

b.  Any  proposal  to  reduce  the  payment  standard  should  be  opposed 
because  it  will  Increase  the  difficulty  of  finding  suitable 
available  housing  at  reasonable  costs. 

c.  Changes  in  the  payment  standard  should  keep  pace  widi  changes  in 
the  cost  of  obtaining  standard  housing  in  each  Locality. 

d.  The  amount  of  funds  budgeted  per  voucher  should  be  adequate  to 
ensure  that  households  are  not  forced  into  paying  excessive 
proportions  of  their  income  for  housing  costs  in  order  to  find 
standard  housing. 

2.  Hoiiseholds  should  not  be  required  to  pay  more  than  25%  of  their 
income  for  housing  costs,  including  utilities. 
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a.  Non-cash  ooncrlbutions  such  as  food  stanps  should  noc  be 
Included  as  Income  for  purposes  of  computing  program  recipients' 
rent  contributions. 

b.  Income  allowances  for  minors  and  deductions  for  higher  than 
normal  medical  expenses  or  other  unusual  expenses  should  be 
retained. 

3.  If  housdiolds  obtain  tjnits  renting  for  less  than  the  payment 
standard,  they  should  be  allcx^  to  keep  the  difference  between  the 
payment  standard  and  the  actual  rent  of  the  unit  as  an  Incentive  to 
keep  housing  costs  dcMCX, 

4.  Households  should  be  allowed  to  obtain  units  costing  more  than  the 
payment  standard  if  they  are  willing  to  pay  the  excess  costs 
themselves . 

a.  However,  this  approach  is  viable  only  if  the  payment  standard  is 
reasonable  and  there  is  an  adequate  supply  of  standard  housing 
available  in  the  market  area. 

b.  Any  attempt  to  use  this  provision  to  compensate  for  an 
unreasonably  low  payment  standard  must  be  rejected. 

THE  EFreCT  OF  QUALITY  STANDARDS  CN  HOUSEHOLDS  AND  NEIC3HBORH0ODS 

Findings 

Neighborhood  groups  in  New  York  City  feel  diat  the  freedom  of  choice 
provided  by  the  Section  8  Existing  Program  and  the  proposed  housii^  voucher 
program  is  illusory  for  many  lower  income  households.  Father,  they  feel  that 
the  choice  for  raanv  households  is  very  limited  -  move  or  forego  assistance. 
We  have  observed  that  households  often  are  required  to  move  in  order  to 
benefit  frcm  the  Section  8  Existing  Program.  This  usually  occurs  because 
their  dwelling  ixilts  fall  to  meet  program  standards  and  landlords  are 
unwilling  or  unable  to  make  the  necessary  repairs.  This  situation  would 
also  exist  in  a  housing  voucher  program  if  standards  similar  to  those  used 
in  the  Section  8  Existing  Program  are  adopted. 

This  situation  poses  a  difficult  dilemma  for  potential  beneficiaries  and 
creates  problems  for  households  and  groups  in  lower  inccne  neighborhoods  that 
are  trying  to  upgrade  the  quality  of  neighborhood  housing.  If  most  of  the 
available  housing  in  these  neighborhoods  is  of  poor  qi^ality,  certificate 
holders  must  choose  between  remaining  in  their  neighborhood  or  moving  to 
receive  the  rent  subsidy.  In  addition,  the  application  of  strict  quality 
standards  may  restrict  the  housing  dtoices  of  potential  recipients.  And,  the 
eliminaticn  of  mudi  of  the  housing  in  certain  neighborhoods  frcm 
consideration  may  hamper  die  ability  of  groups  In  these  neighborhoods  to 
Improve  the  quality  of  neighborhood  housing. 

Neighborhood  representatives  interviewed  indicated  that  naziy  apartments 
that  are  important  and  unlq\je  housing  opportuiities  for  lower  inccne  fnllies 
do  not  meet  the  standards  currently  used  in  the  Section  8  Existing  Housing 
Program.  As  was  observed  earlier,  many  of  the  households  who  must  move  in 
order  to  obtain  the  rent  subsidy  drop  out  of  the  program.  Uhdoubtedly, 
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many  of  these  housdiolds  cannot  find  suitable  or  acceptable  iziits  within  the 
Fair  Market  Rents.  But  it  is  also  undotjbtedly  tnie  that  some  of  these 
households  elect  not  to  receive  benefits  fran  the  program  if  it  means  that 
they  must  leave  their  neighborhood  or  their  building  in  order  to  do  so. 

While  no  one  interviewed  failed  to  recognize  the  Importance  of  providing 
decent  and  suitable  housing  for  lower  income  households  and  the  contribution 
quality  standards  make  toward  that  goal,  some  compromises  were  suggested. 
One  suggestion  offered  is  that  in  those  situations  where  abandoned  buildings 
are  being  managed  by  tenants  or  other  responsible  individuals  or  groups, 
households  be  allowed  to  benefit  from  the  Section  8  Existing  Housing  Program 
or  the  voucher  program  en  t±ie  condition  that  t±ie  apartment  be  brought  up  to 
program  quality  requirements  within  an  agreed  upon  time  period. 

Another  suggestion  is  that  tenants  be  allowed  to  exercise  flexibility  in 
their  use  of  Section  8  Existing  certificates  or  housing  vouchers  so  that  they 
do  not  forfeit  housing  opportunities  that  they  desire.  Two  examples  of  such 
circunstances  are:  instances  where  a  building  is  converted  into  coooperatives 
or  condominiuns  and  instances  ^^re  tenants  are  using  rents  to  operate  the 
building,  finance  required  repairs,  or  negotiate  wit±i  the  landlord  for 
repairs. 

While  the  administration  of  the  current  Section  8  Existing  Housing 
standards  ensures  that  households  benefiting  from  the  progran  live  in  good 
quality  housing,  this  otherwise  desirable  aspect  of  the  program  may  have  the 
unintended  effect  of  "redlining"  buildings  and  neighborhoods.  Virtiual 
"triage"  could  result  from  households  being  required  to  move  to  receive  the 
subsidy  when  their  landlords  are  unwilling  or  unable  to  bring  the  unit  up  to 
standards,  particularly  in  the  absence  of  any  production  pnrogram. 

According  to  interviews  with  neighborhood  groups,  s\jch  an  outcome  could 
occur  for  two  reasons.  First,  the  neighborhood  might  contain  a  predominance 
of  buildings,  such  as  old- law  tenements,  that  are  basically  sound  structural- 
ly but  do  not  meet  other  program  standards.  Second,  the  neighborhood  might 
contain  a  substantial  percentage  of  buildings  that  are  deteriorated.  In  the 
absence  of  funds  tx)  rehabilitate  the  properties,  the  housdiolds  would  not  be 
able  to  participate  in  the  progran  and  remain  in  the  neighborlvod.  These 
situations  also  would  occur  \z\der  a  housing  wxjcher  program  if  quality 
standards  similar  to  those  in  the  Section  8  Existing  Housing  Program  are 
implemented. 

Neighborhood  groups  are  concerned  about  the  future  viability  of 
neighborhoods  v^ere  much  of  the  housing  stock  does  not  meet  the  Section  8 
Existing  quality  standards.  They  believe  that  efforts  should  be  made  \nder 
the  voucher  program,  in  as  many  situations  as  possible,  to  enable  a  fanily  to 
receive  the  subsidy  in  its  unit  if  that  were  its  choice.  F\jrthermore ,  diey 
feel  that  it  is  important  to  recognize  that  there  is  no  evidence  that  the 
housing  vo\jcher  program  is  being  designed  in  such  a  way  that  the  stability 
and  cohesiveness  of  a  neighborhood  will  necessarily  be  taken  into  accoimt  in 
the  issuance  of  vouchers.  These  concerns  oould  be  addressed  by  permitting 
vouchers  to  be  targeted,  especially  in  conjunction  with  rehabilitation 
programs,  to  specific  neighixjrhoods. 
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Tvgo  Issues— the  nature  of  the  quality  standards  adopted  and  the  ability 
to  target  vouchers  to  deteriorated  neighborhoods  by  linking  them  with 
rehabilitation  efforts— must  be  considered  carefully  in  designing  the  housing 
voucher  program.  The  restrictiveness  of  the  standards  becanes  an  even  more 
crucial  issiie  if  the  proposals  to  terminate  present  housing  production 
programs  are  approved.  Without  production  siibsidies  or  the  ability  to  target 
vouchers  to  neighborhoods  being  rehabilitated  under  the  CDBG  Program, 
adoption  of  strict  standards  will  make  it  very  difficult,  if  not  impossible, 
for  eligible  households  living  in  certain  types  of  buildings  or  neighborhoods 
to  remain  in  their  neighborhoods  and  participate  in  the  program.  This,  in 
turn,  may  compound  the  difficulties  facing  lower  income  neighborhoods  as 
they  try  to  Improve  the  quality  of  neighborhood  housing. 

The  efforts  of  neighborhood  groups  to  improve  the  viability  of  their 
neighborhoods  can  be  enhanced  by  providing  opportunities  for  non-profit 
neighborhood  based  bousing  organizations  to  play  an  active  role  in  the 
delivery  of  assisted  housing  to  their  neighborhoods. 

Because  these  organizations  view  die  provision  of  assisted  housing  as  a 
priority  concern  of  their  constituencies,  relying  on  neighborhood  based 
organizations  increases  the  likelihood  of  a  long-range  camitment  to  the 
success  of  a  project.  Such  a  group  is  likely  to  continue  to  attempt  to  meet 
the  needs  of  its  constitiiency  to  work  in  maintaining  benefits  to  the 
neighborhood,  and  to  emphasize  the  stability  and  future  viability  of  the 
neighborhood.  Assisted  housing  programs— including  a  housing  voucher 
program — should  take  advantage  of  the  skills,  knowledge,  and  ccmnitments 
that  neighborhood  based  groups  can  provide  in  the  delivery  of  services  to 
their  own  neighborhoods. 

Recopmendations  Regarding  Quality  Standards  and  the  Role  of  Neighborhood 
Housing  Groups 

1.  Housing  iziits  in  v^ich  recipients  of  bousing  \rouchers  live  must  be 
sid>Ject  to  reasonable  quality  standards. 

a.  B^cept  \here   local  standards  are  insufficient  to  define  or 
maintain  suitable  housing,  qualitv  standards  to  ensure  the 
health,  safety  and  livability  of  housing  \iiits  occupied  through 
housing  vouchers  should  be  locally  determined  and  adainistered. 

b.  Federal  standards  must  be  applied  v^ere  local  standards  are 
insufficient  to  define  or  maintain  suitable  housing. 

2.  Quality  standards  must  be  enforced  to  ensure  that  housing  assistance 
recipients  obtain  acceptable  housing  and  that  the  housing,  including 
the  provision  of  adequate  services  to  occupants,  is  maintained  at 
the  standards.  However,  in  cases  v^ere  health  and  safety  are  not 
impaired,  local  tjnits  of  government  should  be  allowed  to  adninister 
standards  in  association  with  a  housing  voucher  progran  in  such  a 
way  that  housing  choices  for  "housing  poor"  households  are 
maximized. 

a.  E^camples  of  situations  that  might  reqxiire  flexibility  in 
administering  standards  are:  need  for  rent  subsidies  in 
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neighborhoods  where  most  of  die  properties  do  not  conform  to 
dominant  standards;  instances  where  abandoned  or  substandard 
buildings  are  undergoing  tenant,  cooperative,  or  other  non-profit 
management  and  operation  for  the  express  purpose  of  bringing  the 
building  up  to  code;  tenant- initiated  or  non-profit  conversions 
to  cooperatives  or  condcminiims ;  and  instances  v^ere  tenants  are 
using  rents  to  operate  tiie  buildings,  finance  required  repairs, 
or  negotiate  with  the  landlord  for  repairs. 

b.  Good  faith  efforts  to  meet  the  standards  must  be  evident  for 
vouchers  to  be  used  in  eadi  of  these  situations. 

3.  Persons  othen/ise  eligible  for  housing  assistance  should  not  be 
denied  assistance  for  aziy  of  the  following  reasons: 

a.  The  application  of  neighborhood  quality  standards,  regardless  of 
the  condition  of  the  housing  unit. 

b.  Discrimination  fraat  landlords  on  the  basis  of  race,  sex,  size  of 
household,  or  source  of  income,  including  the  housing  voucher. 

c.  Private  or  public  actions  that  caxise  housing  units  to  become 
unavailable  to  "housing  poor"  households. 

4.  Localities  should  be  encouraged  to  use  all  available  resources, 
including  production  programs,  to  enable  households  living  in 
substandard  units  to  receive  the  voucher  without  being  displaced. 

5.  The  administrative  funds  allocated  to  local  units  of  government 
should  not  be  reduced,  since  this  would  threaten  the  locality's 
ability  to  ensure  the  maintenance  of  standards  in  assisted  units 
through  annual  inspections. 

6.  Non-profit  neighborhood  based  housing  organizations  should  have  a 
major  role  in  the  delivery  of  assisted  housing  to  ensure  that 
neighborhood  stability  is  guaranteed.  These  roles  should  include: 
receiving  contracts  to  publicize  and  market  the  programs;  helping 
to  define  the  quality  standards;  locating  appropriate  housing;  and, 
where  standard  affordable  housing  is  in  short  supply,  developing  new 
and  rehabilitated  housing. 

7.  Localities  should  be  given  the  flexibility  to  target  a  percentage 
of  their  housing  vouchers  to  preserve  and  rehabilitate  the  housing 
stock  and  surrounding  neighborhoods,  provided  there  are  adeqijate 
guarantees  against  displacement. 
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ORGANIZATION  OF  THE  REPORT 


This  report  contains  six  chapters  and  an  appendix.  Chapter  1  presents 
the  rationale  for  the  report,  a  brief  description  of  housing  conditions  in 
New  York  City  and  a  discussion  of  the  proposals  for  a  housing  voucher 
program. 

Five  major  issues  identified  in  response  to  the  proposals  put  forth  by 
the  President's  Commission  on  Housing,  the  Department  of  Housing  and  Urban 
Development  and  the  Office  of  Management  and  Budget  are  discussed  in 
Chapters  2  through  6.  Background  information,  specific  findings  obtained  in 
this  study  and  suninary  recocnnendations  are  presented  for  each  issue. 

The  need  to  implement  housing  vouchers  on  an  entitlement  basis  is 
discussed  in  Chapter  2.  Chapter  3  examines  the  Impact  of  changes  in  inccme 
eligibility  on  lower  income  households  in  New  York  City.  In  diapter  4, 
difficulties  likely  to  be  encountered  by  voucher  recipients  in  the  absence 
of  housing  production  subsidies  are  discussed.  The  effects  of  lowering  the 
payment  standard  used  to  calculate  the  goverment's  share  of  each  hous^ld's 
rent  are  identified  in  Chapter  5.  The  perceptions  of  representatives  frco 
neighborhood  housing  groups  regarding  the  effects  of  housing  \roucher8  on 
neighborhood  stability  and  possible  roles  for  neighborhood  housing 
organizations  are  presented  in  Chapter  6. 
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Oiapter  1 
INTRODUCTION 

I.  Wlff  THIS  REPORT? 

In  the  sximer  of  1974,  the  staff  of  Che  Pratt  Center  began  an  evaluation 
and  iDonitorlng  project  that  focused  on  the  Coonuilty  Development  Block  Grant 
progran  then  still  working  its  wa/  through  Congress.  In  the  wake  of  the 
Nixon  moratoriisn  on  housing,  viiich  had  been  in  effect  since  June  1973,  the 
program  was  clearly  destined  to  shape  a  major  part  of  the  nation's  urbsn 
policy  for  years  to  come.  Ihe  Center's  CGonitment  to  the  equitable  treatment 
of  poor  people  under  this  progran  made  it  imperative  diat  the  Center  involve 
itself  in  the  public  debate  both  nationally  and  in  New  York  City.  That 
involvement  continues  tD  this  day. 

Similarly,  in  December  of  1980,  Center  staff  predicted  that  the  new 
Adninistration  would  institute  sweeping  changes  in  national  policies  that 
affect  poor  people.  In  seeking  funding^  b^ln  the  vrork  necessary  to  deal 
effectively  with  these  changes,  Center  staff  wrote: 

The  election  of  Ronald  Reagan  and  the  shifts  of  power  in  Congress- 
major  in  the  Senate,  scmeuhat  more  modest  in  the  House — are  clear 
indicators  that  there  will  be  greater  departures  from  existing  housing 
and  development  policies  tfhan  we  have  been  accustomed  tz>  witnessing. 
The  new  initiatives  and  decisions  to  be  made  by  die  Federal  governnent 
after  what  we  expect  will  be  a  six  to  nine-month  transition  period  will 
have  a  dramatic  impact  on  New  York  City  in  general,  and  on  the 
neighborhood  and  low- income  housing  movements  in  particular,  and  they 
will  set  the  framework  for  housing  and  cannunity  development  activity 
for  the  next  decade.  It  is  therefore  imperative  that  we  use  the  next 
few  months  to  prepare  the  technical  basis  for  the  dialogue  and  the 
progran  development  process  that  will  inevitably  follow. 

Over  die  past  six  months  the  Reagan  Adninistration  has  demonstrated  an 
impressi>«  level  of  political  sophistication  in  obtaining  quick  Congressional 
approval  for  its  budget  and  tax  reduction  proposals.  The  resultant  funda- 
mental changes  in  dcsmestic  policy  were  anticipated  last  December  (1980) ,  but 
the  speed,  intensity  and  degree  of  change  that  has  taken  place  has  surprised 
many  knowledgeable  observers. 

The  speed  and  forcefiilness  with  which  the  proposal  for  a  national 
housing  voucher  progran  has  been  brought  to  the  fore  as  the  centerpiece 
of  the  Axfainistration'  s  national  housing  policy  is  further  confirmation  of 
the  ideological  moraentvin  that  has  built  up  during  the  first  ten  months  of 
the  Reagan  Presidency,  and  the  ease  with  viiich  this  momentum  can  be  carried 
over  into  new  program  Initiatives. 

Therefore,  it  is  all  the  more  necessary  that  the  analysis  we  have 
performed  in  New  York  City  be  shared  with  as  many  people  as  possible  in  order 
to  better  inform  the  intensifying  national  debate  on  diis  issue.  It  is  in 
this  spirit  of  open  discussion  and  examination  of  the  realities  of  housing 
the  poor  in  the  1980s  that  we  offer  these  findings  for  consideration  and 
cGDoent.  It  is  our  hope  that  this  report  will  stimulate  a  much  needed  pii>lic 
discussion  of  the  proposals  for  a  housing  Msucher  progran  and  the  eventual 
replacement  of  many  housing  production  prograns. 
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II.  IS  NEW  YORK  CLTl  TOO  DIFIEREMT? 

One  of  the  dangers  inherent  in  using  New  York  City  aa  a  vdiicle  for 
research  into  urban  problems  or  programs  is  i±e  tine-honored  cliche  diat  New 
York  is  always  the  esoception  tz>  every  rule.  And,  indeed,  for  various 
purposes.  New  Yorkers  have  accepted  this  image  and,  occasionally,  even 
promoted  it  when  it  seemed  tD  work  in  their  fsNor, 

However,  New  York  City's  problems,  legion  as  they  are,  may  seem 
different  from  odier  m^or  cities  in  the  Ukiited  States  only  because  of  their 
magnitude  and,  equally  Important,  their  timing  in  relation  Co  other  cities. 
Often,  very  similar  problems  occur  in  other  cities  on  a  smaller  scale  within 
a  few  months  or  years  of  their  appearance  in  New  York.  For  example.  New 
York's  fiscal  "crisis"  in  1975  presaged  by  only  a  short  time  similar  crises 
in  several  Northeastern  cities,  seme  of  viiich  have  not  yet  been  aa 
successfully  resolved  as  has  New  York' s  (for  the  time  being)  • 

Comparison  of  data  for  a  nunber  of  cities  in  the  United  States  in  1970 
and  1975  supports  the  view  that  the  population  of  New  York  CiQr  is  similar  in 
many  ways  -  proportion  of  minority  res^ents,  per  capita  and  median  inocme, 
age  distribution  -  to  die  population  o^a  nnber  of  other  wa^or  cities.^ 

¥\jrthermore,  the  renter  population  eligible  for  the  Section  8  Housing 
Prograa  in  New  York  City  (renter  households  with  Incomes  below  80X  York  9fiA 
median  family  income)  resembles  the  eligible  population  in  three  Important 
ways.  Elderly  households  comprise  a  relatively  minority  of  eligible 
households  in  New  York  (31X)  and  throughout  the  U.S.  (28X).  Second,  very 
low-income  hous^iolds  represent  a  majority  of  eligible  hous^iolds  -  68S  in 
New  York,  64X  for  the  coiiitry  proportion  of  the  very  low^income  population  is 
served  by  the  Section  8  Prograa  and  Public  Housing  in  New  York  aty  (22.2X) 
as  for  the  U.S.  as  a  whole  (26.41).^ 

Households  receiving  assistance  in  the  Section  8  Existing  Housing 
Program  in  New  York  City  resemble  in  very  Important  ways  -  proportion  of 
minority  recipients,  proportion  of  recipients  with  very  low-inoones  -  the 
diaracterlstics  of  the  population  served  by  the  Section  8  Existing  Prograa 
nation-wide.^  The  major  difference  bet^ieen  recipients  in  N^  York  City  and 
those  served  nation-wids  is  diat  elderly  households  constitute  a  larger 
proportion  of  recipients  in  New  York  City  than  for  the  U.S.  as  a  whole. 


New  York  City  does  differ  in  some  Important  respects  from  odier  cities, 
however.  Residents  of  New  York  are  more  likely  than  residents  of  many  other 
cities  to  rent  their  accommodations,  to  live  inlarge  multi-family  structures, 
and  to  live  in  dense  surromdings.  Only  Boston  and  Washington,  D.C.,  of  all 
the  major  cities,  had  ccmparsbly  hig^  proportions  of  renter  occupied  units  in 

1.  U.S.  Department  of  Housing  and  Urban  Development,  Changing  Conditione 
in  Large  Metropolitan  Areas .  1980. 

z7  Data  describing  other  characteristics  of  the  eligible  renter 
populaticn  in  New  York  City  are  not  available. 

3.  The  data  for  the  U.S.  as  a  whole  are  obtained  from  Jill  Khadduri  and 
Raymond  J.  Struyk,  Housing  Vouchers;  Pinom  Here  to  aititlenspt.  Urban 
Institute  V*>rkir«  I^aper  1536-01,  Deco^.  V^&T. 

4.  Data  describing  Section  8  Qcistipg  recipients  nation-wide  are 
obtained  from  Abt  Associates,  Participation  and  Benefits  in  the  Urban 
Sectlop  8  Program  (Cambridge,  Mass.:  Abt  Associates,  me.,  January,  Ml). 
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1970  (the  ra^  \mB  £raD  72X  in  Washington,  D.C.  tz>  76X  in  New  York).  Only 
Bostcn  had  a  aimilar  prevaloioe  of  nulti-fanlly  structures  (85X-88X  of  all 
residential  structures).  However,  a  nunber  of  other  large  cities, 
-  CMcago,  Vbshington,  D.C,  St.  Louis,  Cleveland,  San  Francisco  -  had 
concentrations  of  nulti- family  structures  that  were  only  soneNhat  less  than 
Chat  of  New  York  aty. 

Finally,  aldiough  the  President's  QDonission  en  Housing  reports  that 
the  proportion  of  duellii^  isiits  in  New  York  City  classified  as  deficient 
according  to  the  Congressional  Budget  Office  definition  (nearly  191)   is 
more  than  twice  the  national  average  (7.5%).  t^  Gaanission  also  notes 
that  deficient  units  are  prevalent  in  other  large  cities.  Msre  tfhan  16%  of 
the  units  in  Miani  and  Washington  D.C. ,  for  example,  are  rated  inadequate. 
Although  differences  do  exist,  these  ocoiparisons  indicate  that,  on  balance. 
New  York  City  is  similar  in  many  respects  to  other  old,  major  cities  in  the 
U.S. 

Taking  a  broader  and  more  dynamic  view  of  housing  markets,  New  York, 
like  many  other  older  cities,  has  an  extrenely  ti^it  housii^  market  (a 
2.13%  vacancy  rate  in  rental  inits  aa  of  F^ruary/March  1981);  a  >«ry 
active  oondo/coop  conversion  moviSBent;  podcets  of  gentrification  in  transi- 
tional residential  neighborhoods;  a  heavy  reliance  on  Federal  finding  for 
virtually  all  its  initiatives  in  housing,  but  especially  in  new  contruc- 
tion  and  substantial  rdiabilitation  production  programs;  and  a  population 
that  is  having  a  difficult  time  keepli^  up  with  increases  in  the  cost  of 
housing. 

Beyond  these  similarities  in  the  population  eligible  for  housing  as- 
sistance and  in  housing  conditions.  New  York  and  other  localities  share  one 
other  major  oconon  diaracteristic— the  economic  context.  Lower  income 
households  across  the  nation  are  suffering  frca   the  same  ooabination  of  in- 
flation, oiemployment,  cxitbacks  in  pii>lic  benefit  programs,  restrictions  on 
entitloBent  grants  and,  perhaps  most  ominous  of  all,  the  clear  prospect  of 
more  of  the  same. 

Because  of  these  reasons,  the  New  York  City  experience  me^  well  be 
instructi>«  in  charting  a  course  for  advocates  of  lower  income  housing 
contesting  any  effort  to  implement  a  ^roucher  program  without  accompanying 
production  and  rehabilitation  programs.  Although  the  effects  of  going  to 
a  \roucher  progran  Identified  in  New  York  City  may  not  be  Identical  to  ttese 
observed  in  odier  older,  large  U.S.  cities  widi  relatively  tight  housing 
markets,  it  is  probable  tliat  a  housing  voucher  program  with  the  features 
now  under  active  consideration  by  the  Adninlstration  (January,  1982)  will 
create  similar  patterns  of  effects.  For  oample,  while  die  same  population 
groups  excluded  from  participation  as  a  result  of  limiting  eligibility  to 
verj'lxM  income  hous^iolds  (those  widi  incomes  below  50%  of  the  SMSA  median 
income)  in  New  York  City  may  not  be  excluded  in  other  cities,  the  effect  of 
the  eligibility  changes  is  likely  to  fall  harder  on  some  groups  than  others 
in  most  cities.  Vtiich  groups  are  most  adversely  affected  will  depend  on 
the  profile  of  both  the  previously  eligible  population  and  the  households 
who  haNe  been  most  success&iL  at  participating  in  the  Section  8  Existing 
Program.  Similarly,  tlie  effect  of  a  reduction  in  t^  payment  standard 
on  the  rent  burden  of  Section  8  or  voucher  recipients  depends  on  the 
market  rents  in  each  locality. 
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Ultlnacely,  officials  sand  groups  In  each  city  will  have  to  decide, 
based  on  their  knowledge  of  the  diaracteristics  of  the  eligible  population, 
the  profile  of  the  households  receiving  Section  8  Existing  subsidies,  and 
the  local  housing  market,  hov  applicable  die  findings  presented  In  tills 
report  are  tz>  their  city.  AlthOMgh  differences  may  exist ,  \m  believe  that 
reliance  upon  housing  vouchers  aa  the  primary  housing  program  for  lower 
income  households  in  other  Urge  cities  with  tight  housing  markets  is  likely 
to  produce  effects  similar  to  those  anticipated  in  New  York  City. 

III.  BAOQGHXM)  ON  HDUSINS  \OJCHERS 

"Supply-side**  subsidies  hsNe  been  a  major  component  of  federal 
housing  policy  since  1937  when  the  public  housing  program  began.  Successive 
federal  programs  hsNe  utilized  land  acquisition  grants,  interest  rate 
reductions,  tax  Incentives  and  rental  subsidies,  all  desioied  tz>  increase 
the  availability  and  affordability  of  rental  housing  for  lower  income 
households.) 

Increasingly,  however,  federal  policymakers  and  especially  meibers  of 
Oongress  hsNe  been  disillusioned  by  the  steadily  escalating  costs  of 
proving  new  and  rehabilitated  housing  for  the  poor. 

The  dissatisfaction  with  the  federal  supply-side  programs  centers  on 
three  aspects  of  the  programs.  First,  the  per  inlt  costs  of  the  programs 
relying  on  new  construction  or  substantial  rehabilitation  (pii>lic  housing. 
Section  8  new  construction/ substantial  rehabilitation.  Section  236)  are 
mudi  hi^ber  than  the  per  \aiit  costs  of  programs,  such  as  Section  8  Qdstlng. 
lAiich  rely  on  the  existing  housing  stock  to  meet  the  housing  needs  of  lower 
income  hous^iolds.  Second,  the  federal  share  of  the  costs  of  the  supply 
programs  Increases  sharply  with  Increases  in  inflation  and  interest  rates 
and  the  failure  of  tenant  incomes  to  keep  pace  with  Increases  in  operating 
costs.  Ihlrd,  the  federal  goverment  incurs  a  long  term  financial 
obligation  (20-^  years)  for  ixiits  constructed  or  rehabilitated  in  these 
programs,  a  financial  oommitment  both  longer  and  larger  than  the  15-yaar 
obligation  incurred  laxler  the  Section  8  Existing  Program.  Thsee  conoems 
are  expressed  quite  clearly  in  Chapter  3  of  the  Interim  Report  issued  by 
The  President's  Qammission  on  Housing. 

In  contrast  to  these  supply-side  Interventions,  the  Section  8 
Existing  Housing  Program  has  addressed  the  housing  pcoblams  of  lower  inoome 
households  with  a  conmitment  of  federal  funds  for  sEorter  periods  of  time 
for  rent  subsidies  to  households  relying  on  the  private  sector  for  adequate 
housing. 

1.  Throughout  this  paper  lower  income  households  refier  ganerlcally  to 
those  hous^iolds  witfi  annual  inoomes  at  or  below  80X  of  the  median  inocme 
for  the  area  -  the  income  eligibility  limit  for  Section  8  housing 
intil  the  changes  enacted  in  the  Housing  and  Commmity  Development  Act  o£ 
1981  become  effective. 

Low-income,  however,  refers  specifically  to  those  households  with 
annual  incomes  at  or  below  80Z  of  the  median  income  fior  the  area  but 
greater  than  SOX  of  the  median. 

Very  low^  inoome  refers  specifically  to  those  households  with  annual 
incomes  at  or  below  50%  of  the  median  income  for  the  area. 
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The  Section  8  Existing  Housing  Program  has  been  ahoun  Co  be  an  effective 
and  less  costly  medianism  dian  production  subsidies  for  reducing  rent 
hardships  experienced  by  lower  inccme  renters  in  paying  for  decent  quality 
acocanodations.i  Evaluation  of  the  Experimental  Housing  Allouance  Progran 
(QIAP)  indicates  that  a  housing  voucher  or  allouance  also  is  an  effective  means 
for  making  available  decent  quality  housing  affordable  tz>  lower  inccme 
renter 8. 2 

It  is  not  surprising,  then,  that  the  concept  of  housing  vouciiers  has 
received  such  a  warm  welcome,  at  least  at  this  stage  in  its  definition.  There 
is  a  growing  consensus  that  something  is  seriously  wrong  with  our  current 
ffi>proach  to  providing  housing  for  the  poor  and  any  radical  departure  frcm 
the  very  costly  supply  programs  is  bound  to  get,  at  least  initially,  a 
s^^mpathetic  hearing. 

Aldiough  a  vcxcbec  program  is  not  a  new  idea,  the  consuner-oriented 
housing  assistance  grant  program  proposed  by  the  President's  Commission  on 
Housing  in  its  Int»ia  RepOTt.  conbined  with  the  GomDlsslon's  proposed 
terminaticn  of  the  Section  8,  pii>lic  housing  and  Section  202  programs,  is  a 
radical  departure  from  previous  federal  housing  policy: 

It  focuses  on  affordability  (aa  opposed  to  availability)  aa  the 
major  impediment  to  housing  the  nation's  poor.  It  augynents  the 
ability  of  very  low-income  tenants  to  pay  their  rent. 

It  requires  no  new  mobilization  of  private  sector  resources,  since 
existing  housing  (assimlng  it  meets  minimal  quality 'standards) 
continues  to  provide  shelter  to  rent  subsidy  recipients. 

It  makes  no  long-texm  comoitment  of  federal  resources  tz>  anyone- 
developer,  builder,  owner  or  tenant. 

It  proposes  tfhat  only  a  limited  ninber  of  eligible  and  needy  house- 
holds be  served. 

It  does  not  comnit  the  public  or  private  aecpyr  to  add  even  one  new 
dwelling  init  to  the  nation's  housing  stodc.^ 

It  imposes  no  national  housing  objectives  upon  localities  in  the 
distribution  of  tlielr  rtiare  of  tha  federal  budget  dewted  to  rent 
subsidies  (no  site  selection  criteria  for  subsidized  housing 
projects  to  %K>rry  about,  etc.).  Tenants  find  their  CMn  housing 
wherever  the  voudier  enables  tftum  to  affoid  it. 

1.  See  U.S.  Department  of  Housing  and  Urban  Development,  Lower  Income 
Housing  Assistance  (Section  8) ;  Hationwide  EvalMation  of  the  BdLsti^ 
Housing  Program,  (Washington,  D.C. ,  1978);  and  Abt  Associates  (1981),  op.dt. 

27  See  U.^.  Department  of  Housing  and  Urban  Development,  Experimental 


Hoimii^  Allowance  Program:  Conclusions,  the  1980  Report,  (Washington,  D.C.: 
The  U.S.  Department  of  Housing  and  Urban  Development,  1980)  and  Ra^^iaond  J. 
Struyk  and  Marc  Bendldc,  Jr.,  editors.  Housing  Voucbgrs  for  tiie  Poor;  Lessons 


from  a  national  Experiment  (Washington,  D.C.:  The  Urban  Institute  Press, 

i9Siy: — —     

3.  Ihe  Coonission  notes  that  it  will  consider  ways  of  dealing  with  supply 
probless  in  its  later  work.     Nonetheless,  the  Interim  Report  clearly 

termination  of  the  Section  8,  public  housing  and  Section  202 
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Three  malor  axgunents  in  support  of  the  approach  described  Acfv  are 
advanced  by  the  Ooonlssion  on  Housing: 

1.  The  quality  of  housing  has  improved  steadily  for  Americans,  so 
that  today  a  very  small  proportion  of  households  occupies  sub- 
standard duellings.  The  Interim  Report  states  that  a  general 
shortage  of  adequate  rental  housli^  does  not  exist,  esocept  in 
some  urban  areas  and  in  the  tural  South.  Using  a  definition 
of  inadequate  houslxig  developed  by  the  Congressional  Budget 
Office,  the  report  estimates  that  £|>praxlfflately  7.5X  of  the 
nation's  housing  is  in  need  of  m^or  rehabilitation.^ 

2.  The  primary  housing  problen  of  lower  income  households  Is  their 
inability  to  obtain  adequate  accomnodations  without  paying  an 
excessively  large  proportion  of  their  inoone  for  rent.  tt>re  than 
60X  of  very  loi^inoGme  renters  (those  with  inoaaes  Less  than  SDK 
of  median  inoGme)  and  24%  of  lowHinccme  renters  (those  with 
incomes  betueen  50Z  and  80Z  of  median  fmlly  income)  pay 

more  than  30X  of  their  incone  for  rent.  Based  on  this  and  other 
data,  the  Conmlssion  concludes  that  affordablllty,  rather  titym 
quality,  is  the  primary  housing  problen  facli^  the  poor. 

3.  Ocperlence  gained  through  the  Experimental  Housing  Allouance  Pro- 
gran  (QiAP)  and  the  Section  8  Existing  Housing  ProgrflB  has  danon- 
strated  the  adninlstratlve  feasibility  of  impXementi^g  a  program 
that  reduces  rent  hardship  for  a  large  number  of  recipients 
through  ^exlstiog  housing  agencies  at  the  local  level. 

On  the  other  side  of  the  issue  are  not  only  the  predictable  opponents 
of  the  \^oucher  approach,  i.e.,  those  vhose  financial  interests  are  tied  to 
the  housing  production  industry,  but  also  a  wide  range  of  louer  income  ten- 
ant advocates  who  see  in  the  voucher  approach  not  a  step  toward  a  national 
'^entitlement"  to  affordable  housing,  but  a  major  step  badcuard  in  national 
housing  policy  as  it  affects  the  poor.  Vouchers,  they  argue,  are  a  prelude 
to  the  eventual  withdraual  of  the  federal  govemnent  from  any  coonltsnent  to 
lower  income  housing,  by  either  supply-  or  demand-side  intervention. 

This  fear  has  been  reinforced  by  proposals  made  by  CM  to  rescind 
finds  already  appropriated  for  housing  construction  and  rehabilitation,  to 
demolish  some  existing  pii>lic  housing  \nlts,  and  to  convert  loi%  term 
subsidy  contracts  to  short  term  >xx]dier8.2 

1.  President's  Comnlssion  on  Housing.  Interim  Report.  1981.  p.  15. 

2.  See  The  Congressional  Record  of  December  7,  1981,  (Senate) , 

pp.  S14640-SI2648.  Earlier  reinforcement  of  these  suspicions  came  firam  m 
article  appearing  in  the  Washington  Poet  of  Novenber  6.  1981.  in  Oildi  iVD 
Secretary  Pierce  yma  reported  to  have  said  that  one  of  the  advantages 
of  replacing  Section  8  with  vouchers  is  diat  vouchers  could  be  ended 
quickly. 


Digitized  by  VjOOQ IC 


1365 


Many  of  the  objections  raised  against  a  vo^xhier  prograa  are  not 
directed  against  the  concept  of  housing  voudiers  but  against  the  way  in 
vdhich  the  \roucher  concept  his  been  proposed  for  impleoiaitationj 
Especially  troublesooe  is  the  recanmendation  tz>  eliminate  current  housing 
construction  and  rdiabilitation  prograns. 

Ihree  major  objections  tz>  the  voucher  program  proposed  in  the  Interim 
Report  have  been  raised  most  frequently: 

1.  Gross  aggregate  figures  on  the  national  housing  supply  picture 
ignore  the  very  real  fact  that  housing  markets  are  localized. 
LcMer  income  tenants  in  many  large  cities  have  a  severely 
restricted  choice  of  housing  opportunities  available  to  them, 
even  witii  the  income  supplonent  provided  by  a  voucher  system, 
because  of  critically  low  vacancy  rates,  especially  in  the  non- 
liflcury  end  of  the  rental  market.  Also,  as  the  Ccmmission  notes, 
significant  housing  quality  problems  persist,  both  in  major 
Northeastern  cities  and  in  the  rural  South.  Replacii^  housing 
production  subsidy  prograoDS  with  a  housing  voucher  progran  will 
not  adequately  address  the  needs  of  lower  income  households  in 
areas  characterized  by  tiiese  problems. 

2.  One  of  the  major  Justifications  offered  by  the  Commission  in 
support  of  its  recoamendations  was  diat  a  greater  nunber  of 
households  could  be  served  by  vouchers  than  by  supply-side 
programs  for  the  same  level  of  finding.  However,  recent  reports 
of  HUD  and  Otfi  Fiscal  1983  proposed  budgets  reveal  quite  clearly 
that  the  nunber  of  additional  housdiolds  to  be  served  by  \roudier8 
and  other  subsidy  programs  is  being  reduced,  not  increased.  The 
lower  income  restrictions  for  recipients  (50%  of  median  income 
for  the  SMSA)  and  the  clearly  inadequate  level  of  funding 
proposed  for  the  voucher  prc^am  coibine  to  disenfranchise 
millions  of  hous^tiolds  who  by  axiy  definition  haye   tz>  be  ooiiited 
among  the  "truly  needy"  in  terms  of  their  lack  of  alternatives  in 
the  present  housing  market.  The  proposed  scale  of  operation  of 
the  voucher  progran  is  only  a  tiny  fraction  of  the  entitlement 
progran  envisioned  by  low  income  housing  advocates. 

3.  Vouchers  do  not  allow  for  housing  to  play  axiy  meaningful  role  in 
the  yet  to  be  defined  national  urban  policy  of  this  Adninistra- 
tion.  Besides  providing  ^lelter,  federal  finding  for  new  and 
rehabilitated  housing  production  programs  has  been  the  linchpin 
of  local  redevelopment  and  neighborhood  revitalization  efforts  in 
cities  throughout  the  country.  Hie  vouchers*  single-minded  focus 
on  the  affordability  problem  ignores  die  inextricable  connection 
between  investment  in  housing  and  the  future  viability  of  urban 
neighborhoods  for  their  lower  income  residents. 

i.  The  Commission  Interim  Report  sketched  the  broad  features  ar3 
principles  of  its  proposed  consuner-oriented  housing  assistance  grants, 
leaving  the  detailed  design  work  to  a  later  report,  HID  and/or  Congress. 
Many  of  the  details  of  the  proposed  HUD  and  GMB  voudier  programs  appeared 
in  die  December  7,  1981  Cor^ressional  Record  (Senate),  pp.  S14640-Sl4648. 
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The  final  details  of  the  proposed  HUD  and  0MB  housii^  Gaucher  prrnirni 
are  not  yet  loKMn.  The  prelialnary  proposals  reported  in  the  Oongresslonal 
Record,  t^iough,  reveal  out  the  basic  features  of  the  recconendatloiM  In  the 
Interim  Report  appear  to  be  reflected  in  the  operational  details  of  the  HJD 
and  0MB  proposed  programs.  Althoqgh  the  prelininary  proposals  nay  be  changed 
substantially  before  the  voucher  progran  is  finally  adopted,  these  proposals 
indicate  the  kinds  of  changes  being  considered  for  current  housing  assistance 
prograois  by  the  present  Administration. 

Fewer  additional  hous^x)lds  are  to  be  served  and  little  help  is 
envisioned  for  households  in  areas  lacking  an  adequate  supply  of  standard 
quality  inits  for  lower  income  hous^iolds.  Changes  in  the  way  recipient 
income  is  computed,  lowered  psyaeat  standards  and  a  reduction  in  the 
maximun  annual  rent  subsidy  have  been  recoomended.  These  changes  would  make 
it  very  difficult  for  progran  recipients  in  many  areas  to  occupy  standard 
quali^  inits  without  paying  an  excessively  high  proportion  c£  their  inoGBe 
for  rent.  In  addition,  the  proposal  for  a  reduction  in  the  ackiinistrativB 
fee  to  be  paid  to  Housing  Authorities  would  Jeopardize  their  ability  to 
provide  the  services  necessary  to  ensure  the  success&iL  participation  of 
minority  households  and  the  maintenance  of  buildings  at  the  program  quality 
standards. 

This  report  attempts  to  identify  tiie  possible  oonseqtiences  of  relying 
on  a  housing  voucher  progran  as  the  primary  federal  program  addressing  the 
housing  problems  of  lower  income  hous^iolds  by  examining  the  operation  of  the 
of  the  Section  8  Existing  Housing  Progran  in  New  York  City. 

The  Section  8  Existing  Houising  Program  is  the  closest  prngrawmatic 
approximation  of  housing  vouchers  yet  implemented  on  a  national  scale. 
FVjrther  more,  a  housing  voxidier  program  of  the  type  proposed  by  the 
President's  Commission  can  be  viewed  aa  an  extension  of  the  Section  8 
Qcisting  Housing  Progran  with  major  modifications.  Ihe  potential  effects  of 
these  modifications  on  New  York  City's  lower  income  renter  population  are 
examined  and  recoomendatlons  regarding  these  changes  are  presented. 
Recommendations  regarding  the  m^jor  features  of  a  houiing  voucher  program 
are  presented  in  m  nsxt  section  of  this  chapter.  Recaamendations  further 
specifying  details  of  some  of  these  progran  features  are  presented  in  the 
cnaptera  where  these  program  elements  are  discussed. 

It  must  be  emphaaized  that  this  report  is  not  sn  evaluation  of  the  New 
York  City  Housing  Authority's  acfeninlstratlon  ofEie  Section  8  Existing 
Housing  Progran.  Radier,  the  report  uses  the  experience  of  this  progran  as  a 
means  of  Identifying  the  likely  impacts  of  a  housing  Moudier  program, 
implemented  without  accompanying  rehabilitation  or  construction  pcograw,  on 
lower  income  renters  in  New  York  City. 

IV.  REOClMBUCymONS  RBGARDINS  WJOR  PEAIURES  OF  A  HOUSING  VOOCHER  PfPGRAM 

A  housing  voucher  program  for  providing  housing  assistance  to  lower 
income  owners  and  renters  paying  excessive  proportions  of  their  income 
for  housing  costs  or  ttese  living  in  physically  deficient  housing  is 
endorsed.  However,  the  following  guarantees  most  be  built  into  sudi  a 
program: 
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a.  A  housing  Msucher  program  oust  be  an  entitlement  program  enabling 
all  "housing  poor"  tD  obtain  standard  housing  J 

b.  Eligibility  for  the  housing  voucher  program  should  reflect  the  cost 
of  obtainiiig  standard  quality  housing  and  die  subsistence  needs  of 
households  of  varying  sizes  in  metropolitan  areas.  Ihis  requires  a 
different  definition  of  eligibility  than  the  standard  incane  limits 
currently  used. 

c.  A  housing  yfonxhec  program  must  be  accompanied  by  production 
programs  where  they  are  needed  to  ensure  the  availability  of 
st^oidard  housing  for  lower  income  households  and  tiie  preservation 
and  maintenance  of  existing  housing  opportunities. 

d.  Housing  units  in  \iilch  recipients  of  housing  ^x>^x:her8  reside  must  be 
subject  to  reasonable,  locally  determined  quality  standards. 

e.  Payment  standards  used  to  calculate  rent  subsidies  must  be  adequate 
to  allow  eligible  households  tz>  occupy  housing  meeting  the  quality 
standards  without  paying  a  greater  proportion  of  income  fior  rent 
than  is  required  by  law. 

f .  Ihe  subsidy  inder  die  housing  voucher  program  should  be  paid 
directly  to  the  recipient  unless: 

1.  The  tenant  diooses  to  have  the  payment  gp  to  the  owner;  or 
11.  The  voucher  Is  used  to  secure  a  rehabllitatlcn  loan,  in  which 
case  die  payment  should  go  directly  to  the  owner  or  manager  of 
the  property. 

g.  Administrative  funds  made  available  to  Local  housing  authorities 
must  be  sufficient  to  allow  a  hlg^  level  of  support  services  for 
potential  recipients  aid  effective  enforcement  of  housing  quality 
standards. 

h.  A  housing  ^roucher  program  must  be  acfenlnlstered  Independently  &aB 
all  other  pdbllc  assistance  prograns,  sudi  aa:     school  lunches, 
food  stamps,  medicaid,  so  diat  payments  frcm  these  prograns  are 
not  Included  in  Income  calculations. 

1.  Ihe  commitment  of  funds  to  local  housing  authorities  for  15  years 
under  the  Section  8  Existing  Progran  should  be  retained  under  the 
housing  voucher  program. 

1 .  "Housing  poor"  hous^iolds  include  renters  and  owners  whose  income 
are  not  adequate  to  obtain  standard  hoiuing  without  paying  an  excessive 
proportion  of  dielr  income  for  rent. 
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Oiapter  2 
NEED  FTK  AN  ENTITLaiB^  PROGKAM 
I.  BACKGROUND 


The  President's  CGomission  on  Housing  reiterates  and  affirms  the 
"cooinit3nent"  of  the  present  adninistratlon  to  '*a  decent  home  and  a  suitable 
living  environment  for  every  American  family**.^  The  Oomnission  recalls 
that  the  pursuit  of  diis  goal  has  traditionally  involved  the  govemiient  in 
tuo  strategies.  Ihe  first  is  to  foster  conditions  in  the  housing 
production  and  financing  industries  conducive  tz>  maximizii^  the  production 
of  housing  ^^ch  the  majority  of  Americans  can  afford  and  lAiich  is  suitable 
to  their  needs.  The  other  govemnent  concern  is  tz>  provide  assistance  to 
those  "other**  American  households  %iiose  incanes  are  too  low  tz>  enable  tten 
to  p£u:ticipate  as  consuners  in  the  market  created  by  even  a  healtliy  private 
production  and  financing  sector .^ 

The  Interim  Report  addresses  almost  exclusively  the  second  issue.  It 
examines  at  length  govemoent  actions  designed  tz>  insure  that  the  poor 
shall  be  adequately  housed.  Althoqgh  the  Commission  recognizes  that 
excessive  rent  burdens  are  a  problem  for  a  majority  of  the  very  low-income 
hous^iolds,  diey  state  that  the  proposed  consuner-oriented  housing 
assistance  grant  should  not  be  an  entitlement  program.  And  this,  despite 
the  Ccmmission's  firank  recognition  that  even  today  only  a  small  fraction  of 
those  persons  whose  incomes  are  too  low  to  allow  than  to  secure  adeqxate 
shelter  in  die  private  housing  market  are  being  served  by  current  public 
programs. 

Why  are  officials  in  this  oouitry  so  reluctant  even  to  espouse  a  true 
entitlement  program  for  lower  income  housing?  Is  it  because  such  a  program 
would  cost  more  than  anyone  might  reasonably  request?  Yet  Khadduri  and 
Strujpk  estimate  that  an  entitlement  housing  voucher  program  for  households 
with  incomes  below  SOX  of  median  SMSA  Incane  would  cost  less  than  the 
annual  allocations  for  current  HUD  prograns  after  a  phase-in  period.  They 
estimate  that  budget  authority  for  an  entitlement  would  be  less  than  that 
for  current  programs  after  the  third  year,  \jhile  outlays  would  be  less  than 
outlays  for  current  programs  after  the  sixth  year  of  operation.  3 

It  is  important  to  realize  that  not  only  is  the  housli^  voucher 
program  not  conceived  of  as  an  entitlement  progran,  but  the  tinber  of 
additional  ixiits  proposed  by  the  Reagan  Administration  is  a  substantial 
reduction  from  the  levels  of  past  years.  The  Fiscal  Year  1982  budget 
appropriation  provides  funding  for  142,000  units,  fewer  than  one-half  of 
the  inits  fixided  in  1979. 

1.  The  quoted  language  is  trm  the  preaooble  to  the  Federal  Housing  Act 
of  1949. 

2.  The  President's  Qammisslon  on  Housing,  Interim  Report,  October  30, 
1981,  p.  1. 

3.  See  Khadduri  and  Struyk,  Housing  Vouchers;  P^  Here  to 
aititlement.  Urban  Institute  Working  Paper  1536-01,  DecembefTSlBO. 
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Everyone  is  entitled  tz>  decent  shelter.  The  Axfainistration  makes  the 
pretense  of  furnishing  at  least  mlnijiun  supplies  of  food,  clothing,  medical 
care  and  the  like  to  all  ^to  can  prove  necessity.  Housing  prograoDs  for  the 
poor  have  never  been  created  to  offer  benefits  to  all  uhcm  the  programs 
Aanselves  classic  as  "deserving."  Where  the  federal  govemnent  endorses 
subsidizing  households  to  eliminate  esocessi^^  rent  burdens  aa  a  means  of 
adequately  housing  its  poor,  all  those  in  need  must  be  entitled  to  tiiat 
right. 

The  analysis  presented  in  this  report  focuses  almost  egccliisively  on 
lower  income  renters  because  owners  are  not  eligible  for  the  Section  8 
listing  Progran  examined  in  this  report.  However,  we  believe  that  all  lower 
income  households,  owners  and  renters,  should  be  entitled  to  this  assistance. 
Many  homeowners  have  incomes  OGmparable  to  those  of  renters  who  qualify  for 
Section  8  assistance.  In  fact,  analysis  performed  by  Urban  Institute  staff 
indicates  that  home^xiers  ccmprise  nearly  SOS  of  all  hous^iolds  eligible  for 
housing  allowances.^ 

The  low  incomes  of  these  homeowners  may  prevent  proper  maintenance  of 
their  properties,  leading  eventually  to  deterioration  of  the  properties.  This 
is  especially  the  case  for  Low  income  elderly  owners.  Althou^  the  majority 
of  elderly  homeowners  have  no  outstanding  debt  on  tAmir  homes,  their  fixed 
incomes  are  often  not  large  enough  to  afford  even  modest  improvement  costs. 
Participation  of  tiiese  and  other  lower  income  homeowners  probably  would  help 
prevent  further  deterioration. 

II.  FINDUGS 

The  proposal  for  an  entitlement  progran  is  based  on  two  considerations. 
The  first  is  an  awareness  of  how  few  households  are  served  by  housing 
programs  relative  to  the  need  for  such  assistance.  This  is  graphically 
evident  in  !few  York  City,  where  the  amount  of  innet  need  is  especially  large. 
As  Table  A-2  in  the  Appendix  reveals,  1,138,802  renter  households  had  Incomes 
below  80Z  of  the  area  median  income  in  1976.  Of  these,  approodmately  247,000 
(22Z)  received  assistance  frcm  the  Section  8  l^dsting  Housing  Program  or 
pdbllc  housing.  Approximately  216,493  owner  households  -  31X  of  all  owners  - 
also  had  incomes  in  1976  which  fell  wldiln  the  ellglbillQr  limit  for  Section 
8  assistance.  The  nearly  one  million  apparently  eligible  hous^iolds  not 
recelvli^  a  subsidy  can  be  considered  a  maxlmun  estimate  of  the  amount  of 
innet  need.^ 

Another,  more  conservative,  way  to  estimate  innet  need  is  to  examine  the 
proportion  of  presimably  eligible  applicants  that  was  able  to  recel>«  rental 
assistance.  During  the  most  recent  three  year  period  -  Novedber,  1978  - 
October,  1981  -  137,000  applications  for  the  Section  8  Existing  Program  were 
received.  Approximately  125,000  of  these  applicants  were  presunably 

l.Reported  in  Stnxyk  and  Bendlck,  1981,  op.dt. 

2.  Even  if  housing  assistance  were  offered  on  an  entitlement  basis,  not 
all  eligible  households  would  seek  to  participate.  The  results  of  the  EHAP 
open  enrollment  simply  demonstration  Indicate  that  42X  of  the  eligible 
renters  received  the  subsidy,  althOMgh  56%  of  the  eligible  renters  had 
enrolled  in  the  program.  Approximately  40X  of  all  eligible  homeowners 
enrolled  in  the  program,  although  only  one  third  of  the  ellalble  homeowners 
eventually  received  assistance.  See  Struyk  and  Bendlck,  1981,  op.  clt. 
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eligible  tx>  participate  in  the  program.  1  of  this  lunber,  apprcodoately 
18,000  received  aasistance  and  another  3,000  were  actively  aearchii^  for 
suitable  units.  Even  if  all  3,000  of  these  latter  hous^nlds  find  acceptable 
duelling  iziits,  less  than  17X  of  the  presunably  eligible  population  that 
sought  assistance  during  this  period  was  served  by  the  Section  8  Qcisti^g 
Program.^  This  should  be  viewed  as  a  minioun  estimate  of  iimet  need. 

The  msDber  of  eligible  households  who  would  seek  assistance  under  an 
entitlement  program  with  active  outreach  efforts  is  likely  tz>  be  greater  than 
the  msDber  of  households  diat  have  applied  for  the  Section  8  Program. 
Representatives  of  neighborhood  groups  believe  that,  despite  tht  long  waiting 
list  and  the  fact  that  the  Section  8  &istii«  Progron  received  more 
applications  than  the  public  hausing  program  in  1981,  many  people  needii^ 
housing  assistance  never  apply  for  the  Section  8  Existing  Pro-am. 
Obviously,  those  hous^iolds  that  soyght  assistance  &om  the  Section  8 
Existing  Progran  represent  only  a  portion  of  the  lower  income  households  that 
have  a  pressing  housing  problem. 

One  other  piece  of  evidence  docments  the  serious  need  for  increased 
levels  of  housing  assistance  in  New  York.  Hie  turnover  of  households 
receiving  housing  assistance  is  quite  small  in  New  York  City.  The  average 
lengtii  of  residence  in  the  pdblic  housing  projects  in  New  York  is  11.2  years. 
Public  housing  appears  tz>  be  used  not  as  a  temporary  resource  called  upon  in 
a  time  of  immediate  need  b\jt  aa  a  relatively  petmanent  ws^   to  overcome  the 
lack  of  resources  tz>  compete  for  standard  quality  housing  on  the  open  market. 
Very  little  turnover  appears  tz>  exist  among  Section  8  Existing  recipients 
also.  The  New  York  Cit^  Housing  Authority  estimates  diat  approximately  89X 
of  the  households  that  have  obtained  Section  8  rent  subsidies  since  19/6 
still  receive  assistance. 

With  reduced  levels  of  program  finding,  the  Low  turnover  rate  of  program 
beneficiaries  means  that  fewer  additional  needtjr  households  can  be  served  in 
the  future.  Faced  with  such  a  situation,  it  is  time  tz>  consider  expanding 
the  program  to  serve  all  those  households  who  need  assistance. 

The  second  consideration  is  that  the  proposal  to  eliminate  housing 
production  subsidies  makes  it  even  more  important  to  implanent  housing 
vouchers  on  an  entitlement  basis.  The  EHAP  results  indicate  diat  a  housing 
allowance  progran  prevents  future  deterioration  but  does  not  stimulate  the 
upgrading  of  clearly  substandard  properties.  At  best,  provision  of  housing 
voudiers  to  only  a  amall  fraction  of  eligible  households  would  stabilize  acme 
properties  but  would  have  no  impact  on  many  other  lower  inocme  properties. 
These  properties  would  begin  or  continue  to  decline.  At  the  sane  time, 
elimination  of  present  supply-side  programs  and  the  ocpected  reduction  of 
fmdipa  for  the  CDBG  program  will  decrease  the  sbility  of  localities  tx> 
rdiabilitate  or  replace  the  deteriorated  hotising  that  already  eKlsts, 

1.  Ihese  125,000  households  had  incomes  within  the  eligibility  limits — 

and  were  otherwise  eligible  according  to  program  regolatlons.  Howewr, 
screening  interviews  had  not  yet  been  held  widi  the  applicants. 

2.  Some  of  these  households  me^  have  been  served  by  pd^lic  housing* 
However,  public  hotising  has  a  separate  large  waiting  list  of  its  om. 
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In  this  clinate,  provision  of  voijdhera   on  an  entitlenent  basis  would 
stabilize  a  ouch  greater  proportion  of  the  housing  stock  and,  under  the  right 
circunstances ,  might  induce  improved  maintenance  of  other  neighborhood 
properties,^ 

III.  REOOflENDATIGNS  RBG;ARDI^C  lEVEL  CF  FUNDUC 

A  housing  voucher  program  for  providing  housing  assistance  to 
those  Louer  income  hous^iolds  paying  excessive  proportions  of 
theix   income  for  housing  costs  or  tioae  living  in  physically 
deficient  housing  is  endorsed.  However,  the  ^roucher  program 
oust  be  an  entitlement  program  enabling  all  "housing  poor" 
to  obtain  suitable  housing.  In  addition,  the  guarantees 
emsDerated  In  the  previous  set  of  recamxiendations  oust  be  built 
into  the  program. 


1  U  S  QewiJriHiiaiL  f  Housing  isnd  Urban  B^K^xament  fiMBglm  Conditions 
discussion  of  the  possible  effects  of  increased  finding  levels  for  housing 
vouchers  or  the  Section  8  Existing  Program  on  the  nei^bborhood  housing  stock. 
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Chapter  3 
IMPACTS  OF  LIMITIN5  ELIGIBn.ITY  ID  VERST  LQN-INOOie  HOUSHDLDS 
I.  BACKGROUND 

Need  to  Re-eMPlne  the  Definition  of  Housing  Needs 

The  vlev  that  housing  programs  diould  be  targeted  to  hous^iolds  widi 
the  greatest  need  for  assistance,  as  recomended  by  the  Gaanlsslon,  should 
receive  iniversal  agreement.  Having  agreed  on  this  principle,  however, 
the  difficulty  lies  In  deciding  how  to  measure  relative  need  for 
assistance. 

As  briefly  discussed  earlier,  the  Commission's  analysis  of 
national  data  led  it  to  identify  housing  affordability  aa   die  major 
problem  facing  renters.  FVjrthermore,  since  more  than  half  of  the 
very  low-income  households  pay  more  than  30%  of  their  income  for  rent, 
co^>ared  to  only  22X  of  low- income  hous^iolds,  the  Commission  ooncluded 
that  "affordability  is  primarily  a  problen  of  the  very  low-income 
household".!  Based  on  thia  reasoning,  the  Commission  reccnmended  that 
eligibility  for  the  housing  voucher  be  restricted  to  very  low-inoone 
hous^iolds,  those  with  Incomes  at  or  below  SOS  of  the  SMSA  median 
income.^ 

As  severe  aa   the  housing  affordability  problem  for  very  low-inoone 
households  is,  the  restriction  of  progran  eligibility  to  very  loi^lncome 
households  reflects  a  limited  view  of  housing  needs  for  four  reasons. 
First,  while  very  low-  Income  families,  as  a  whole,  hsNe  hl^ier  rent-to- 
inoome  ratios,  many  low-income  housdiolds  also  pay  too  ouch  of  their  Inoone 
for  rent.  A  housing  subsidy  program,  therefore,  lAiich  assists  only  very 
low-inoome  households  ignores  what  me^  well  be  eqiially  pressing  needs  of 
households  \ix>ae   incomes  are  too  hlg^  to  qualify  for  fiousing  assistance 
under  the  proposed  eligibility  limits  but  too  Low  to  obtain  minimal ly 
acceptable  housing. 

Above  a  certain  Income  level,  however,  even  those  who  pay  a  very  high 
percentage  of  their  income  for  rent  will  have  enough  !«^  over  to  satisfy 
their  other  wants  reasonably  well,  these  persons  should  not  be  Included  in 

1.  The  President's  Commission  on  Housing.  Interim  Report.  p,I9. 

2.  The  change  In  Income  eligibility  limits  has  already  "Seen  enacted 
into  law.  The  Housing  and  Commmity  Development  Act  of  1981  speclflas  that 
no  more  than  5%  of  Section  8  and  pdblic  housing  units  first  made  available 
for  occupancy  after  the  Act  takes  effect, and  no  more  than  10%  of  the  units 
under  contract  prior  to  the  effective  date  of  the  Act  and  lAiich  later 
became  vacant,  can  be  occm>led  by  hous^iolds  earning  between  50%  and  80%  of 
the  area  median  income.  Tne  Cconlsslon  has  reconnended  50%  of  the  SMSA 
median  income  aa   the  eligibility  limit  for  the  housing  voudier  program. 
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a  housing  subsidy  program.  The  issue  lies  in  deciding  where  xd  draw  the 
line.  As  will  be  argued  shortly,  setting  eligibility  for  the  prograi  at 
50%  of  SMSA  median  incxne  does  not  necessarily  restrict  prograa  benefits  to 
those  with  the  greatest  need. 


Second,  tiiere  clearly  are  other  housing  needs  of  some  severity 
present  in  this  country.  More  than  five  million  duelUi^  tnlts 
in  the  U.S.  are  physically  inadequate  '  and  approximately  three 
million  tnlts  are  overcrowded. ^  Furthermore,  low-lnoGme  hous^iolds 
do  live  in  substandard  duellings.  Althou^  national  statistics  show  that 
die  incidence  of  substandard  housing  is  greater  among  ^^ery  low-inooDe 
renters  (18. 6X)  than  among  low-income  renters  (10.8%;,  the  incidence  of 
substandard  conditions  among  low-income  households  may  be  greater  in  some 
localities  than  for  the  nation  as  a  whole.  In  some  areas,  especially 
large  cities  with  tight  housing  markets,  low- income  households  may  not  be 
able  to  rent  standard  housing  at  all,  or  without  paying  an  xnreasonabW 
high  proportion  of  tiielr  income.  Jikio  can  say  that  a  ^^ery  low-lnocme  nmlly 
paying  40X  of  its  income  for  rent  in  a  standard  tnlt  Is  more  needy  than  a 
low- income  family  crowded  into  an  unsafe  structure  without  hot  water  or 
heat  because  it  cannot  find  or  afford  a  standard  inlt.  Without 
answering  the  inanswerable,  It  is  safe  to  conclude  that  housing  needs 
are  not  necessarily  determined  by  relative  deficiency  In  income  alone. 

Third,  an  adequate  exaoination  of  housing  needs  must  consider  the 
importance  of  neighborhoods  to  individuals.  In  the  past,  housli^  programs 
often  have  failed  to  take  into  accoizit  the  role  of  neighborhoods  In  meeting 
the  needs  of  lower  income  households.  This  is  reflected  in  the  narrow 
focus  of  many  housing  assistance  programs  on  die  uilt,  ignoring  the 
setting.  \hea  neighborhoods  were  considered,  they  often  were  viewed  as 
negative  influences  and  the  neighborhoods  were  demolished  and  families 
uprooted. 

Neighborhood  conditions  should  be  viewed  as  integral  aspects  of 
housing  need  in  two  ways.  First,  the  same  importance  should  be  attached  to 
improving  neighborhood  conditions  as  is  attached  to  u|)grading  the  quality 
of  housing.  This  should  be  done  sensitively,  widi  die  recogiltlon  that  a 
neighborhood  automatically  should  not  be  written  off  as  not  worth 
preserving  for  Its  current  residents  merely  because  it  is  deteriorated. 
Second,  in  recognition  of  the  important  role  neighborhoods,  ewn 
deteriorated  neighborhoods,  play  In  people's  lives,  programs,  whenewr 
possible,  should  be  implemented  in  a  wsy  that  promotes  neighborhood 
stability  and  viability. 

1.  The  President's  Commission  states  that  7.5X  of  the  housing  stodc  in 
1977  was  in  need  of  major  rdiid>llltation.  Ihls  proportion  Increases  to 
13.3X  for  renters, 18.6X  for  very  low-income  renters  and  10.8X  for  Iokh 
income  renters.  It  soars  to  nearly  20X  for  Black  housriiolds.  President's 
ComDlssion  on  ikxjsing.  Interim  Report,  1981,  Figure  2.2. 

2.  According  to  the  National  Low  Incooie  Housing  Coalition,  the  naber 
of  seriously  overcrowded  units  (those  with  more  than  1.5  persons  per  room) 
has  increased  slightly  since  1976,  the  first  increase  in  decades.  See  The 
National  Low  Income  Housing  Coalition, "The  Low  Income  Housing  ProbUm  and  a 
Proposal  for  Change",  (Washington,  D.C.:  The  National  Low  Income  Housing 
Coalition,  1981). 
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To  Ignore  the  full  range  of  clrcunstances  that  create  a  ''housing  poor^ 
family  la  to  continue  to  address  only  part  of  the  problem.  If  we  were  to 
siSD  those  households  living  in  substandard  quarters,  diose  living  in  over- 
crowded units,  those  living  in  deteriorating  neighborhoods,  and  those 
paying  excessive  araouits  of  their  inane  for  housing,  the  nnber  of  house- 
holds vte  have  severe  housing  needs  in  the  cointry  -  "the  housing  poor"  - 
would  be  several  times  die  figure  generally  acknowledged  by  any  source  to 
date  J 

Finally,  relying  on  an  incxne  level  for  eligibility  that  does  not 
adequately  take  into  account  the  cost  of  obtaining  standard  quality  housing 
and  the  non-shelter  needs  of  households  of  varying  size  may  exclude 
from  participation  households  that  have  housing  needs  similar  tx>  those  of 
program  participants.  In  addition,  it  nay  not  eliminate  hardship  fi>r 
recipient  households  who  do  not  have  enou^  income  left  after  paying  rent 
to  cover  the  costs  of  their  non-shelter  needs.  If  either  of  these  outcoaee 
were  more  than  rare  occurrences,  it  would  indicate  that  the  eligibility 
criterion  was  not  adequately  serving  its  purpose. 

An  income  level  that  more  accurately  reflects  the  ability  of  house- 
holds tx>  afford  acceptable  quality  units  would  be  a  better  choice 
as  the  eligibility  cutoff.  There  is  an  urgent  need  t30  rethink  the  choice 
of  an  eligibility  criterion,  since  the  Adkninistratlon' s  recooDendatlons 
to  incliKle  food  stamps  as  income  and  to  eliminate  all  deductions  in  the 
computation  of  income  also  will  adversely  affect  many  lower  income 
households  with  serious  housing  problens. 

Alternative  Ways  to  Define  Housing  Need 

The  issue  of  housing  affordability  relative  t30  income  has  centered  on 
the  generally  accepted  standard  that  any  household  paying  more  than  25Z  of 
its  income  for  housing  costs  is  paying  more  than  it  can  afford.  RxtUng 
aside  the  question  of  whether  die  increase  to  30X  is  more  reallstio  for 
today,  the  use  of  a  single  percentage  in  exaoining  affordabillQr  has  been 
criticized.2 

The  standard  rent- to- income  ratio  ignores  the  obvious  fact  that 
ability  to  pay  housing  costs  varies  widi  the  muber  of  oersons  in  a  house- 
hold and  with  expenditures  for  non-shelter  necessities.^  Thus, 
affordability  for  housing  cm  only  be  represented  by  a  sliding  scale  taking 
into  accoizit  tliese  additonal  considerations. 

An  example  of  sudi  a  calculation  has  been  developed.  The  Loner 
Standard  Budget  computed  by  the  U.S.  Bureau  of  Labor  Statistics  gives  the 
cost  of  bssic  necessities  for  a  minimua  adequate  standard  of  living  in 
urban  areas  all  over  the  oouitry.  Identifying  the  incoDe  for  any 
particular  household  size  (after  taxes)  and  subtracting  the  lower  standard 

1.  Jon  Pvnoos.  Robert  schater.  and  Qiester  w.  Hartaaan.  ed.  Houaing 
Urban  America,  updated  Second  Edition  (New  York:  Aldine  Publishing  Oonpany, 
19W),  p.  i. 

2.  See  Michael  Stone,  "Defining  and  Measuring  Shelter  Poverty" 
unpublished  MS,  (Boston:  Uhiversity  of  Massachusetts,  1981). 

3.  Non-shelter  necessities  include  food,  transportation,  clodiing, 
medical  care,  taxes  and  other  audi  costs. 
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budget  oo8t  of  meeting  non-shelter  needs  at  an  adequate  level  provides  the 
incone  left  for  shelter.     If  this  residual  incane  is  less  than  the  rent 
needed  to  acquire  an  acceptable  quality,  diough  non-luxury  apartment,  the 
household  should  be  considered  "hcxising  poor**  and  in  need  of  a  subsidy. 

For  instance,   in  New  York  in  1980,  according  tx>  these  Lower  budget 
standards,  a.  fanll^  of  four  would  need  an  amu^  Inccme  of  $16,682  tx>  be 
able  to  pay  for  adequate  non- shelter  oosts  and  aaj  tar  a  tnlt  at  Fair 
Market  Rent  for  the  Sutton  8  Existing  Program,^    JJ-our  person  households 
with  incomes  greater  dian  che  very  Icw^ income  linlc  of  $10,500  but  less 
tiwn  tiie  $16,682  needed  to  rent  a  standard  uilt  and  still  meet  the  rest  of 
dieir  subsistence  needs  i^Duld  be  excluded  fron  participation  in  the  housing 
vi>ucher  progras  under  die  new  eligibility  standards,  even  If  they  live  in 
mibstandaid  housing. 

SljBiUr  cadculatlona  performed  for  the  entire  United  States  reveal 
chat  nearly  301  of  all  bcusehoLds  are  paying  iQO'n  thai  they  can  afford  for 
hcxifllng  coats  <  2    Kearly  401  of  all  renter  households  and  251  of  hooecxmer 
householda  are  in  this  category.  Theae  total  percentages  are  quite  cloee  to 
thos*  reachH  -.ri-2,  i:he  standard  25^  of  Ineoue  for  housing  ooata. 
However,   the  types  j^  hCTjiaeholds  with  excessive  rent  burdens  Identlfiad  by 
tfhe  two  approaches  ;ire  quice  different      Rent  hardships  are  more  severe 
among  lower  income  and  Larger  htxi^ehoLds  and  mud:  less  severe  aaotTg  higher 
income  and  smaller  households  usim  the  sliding  standard  baaed  on 
differences  in  housing  and  non-shelter  costs. 

An  approach  such  as  this,  which  tries  to  estimate  the  amount  of  income 
needed  to  obtain  decent  qi^ity  housing  and  stllL  ineet:  minimuB  non-shelter 
needs,  has  the  potential  for  more  accurately  identi^lng  i"»^ed  iui  irkj^aing 
assistance.     It  illustrates  that  an  incone  eLtgibUity  standard  set  at  50% 
of  tiie  median  income  for  the  area  may  ©tclude  many  households  xrith  an 
affordabillty  problaq.     Those  housii^  poor  femlUes  needing  a  aubaldy  to 
rent  standard  quality  tnita  iBsy  be  Identified  <iily  by  calculating  the 
aoount  of  income  available  for  bowsing  after  the  proportion  of  their 
inccme  that  must  go  for  mlnioally  adeq\iate  non- shelter  costs  La  taken  into 
acooijic-     Built  Into  s\jch  an  approach  la  the  recognlticfi  that  the 
proportion  of  Inocme  th^t  muat  go  for  Eninifflally  adequate  non-shelter 
consunption  increases  as  hAiaehold  sl^e  increases. 

An  alternative,  Less  precise,  way  to  sccoizit  for  the  greater  needs  of 
larger  fonilles  would  be  tn  increase  the  size  of  the  alLowoice  for  minors. 
COTTencly    hous^»Ids  are  allowed  a  S300  allowance  for  each  minor. 
Hwrevcr,  based  or  the  BLS  IcR^r  Standard  Budget,   it  appears  tfiat 
approxliuately  S3000  per  person  Is  required  to  ineet  noivsheltcr  needs.     The 
currmt  allowances  for  ainors,  therefore,  do  not  seen  to  accurately  reflect 
the  income  needs  of  large  households. 

Obviously,  more  analysis  is  needed  to  determine  the  income  level  which 
most  accurately  identifies  need  for  housing  assistance  and  tn  make  sure 
that  hous^iolds  with  severe  housing  problems  are  not  occluded  frac  progran 
eligibility  by  such  a  change.     Regardless  of  which  approach  to  setting 
eitgibiLLuy  is  finally  taken,  die  central  point  of  this  discussion  should 
not  be  overlooked.     In  N«J  York  City    an  eligibility  level  for  assisted 

L.   AU  fu^d^e^  references"  to'  the  Section  8  Program,  \xaess  otherwise 
noted,  refer  to  ^le  Section  8  Existing  Prograoi. 

2.  Michael  Stone.   "Defining  and  ^teasu^lng  Shelter  Poverty'  inpii>llslted 
te*,   {Boston:   Uiiverslty  of  Waaaachusetts ,  1981),  p.9. 
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housing  programs  set  at  50%  of  the  SMSA  median  income  does  not  accurately 
reflect  the  income  required  t30  obtain  standard  quality  housing  without 
incurring  a  rent  hardship.  Rsthermore,  It  excludes  hous^iolds  with  sewre 
housing  problems  from  punldpatlon  in  the  program. 

II.  FINDINSS 

New  York  City's  "Housing  Poor"  Exhibit  a  Variety  of  Housing  Needs. 

Of  the  renter  population  apparently  eligible  fi>r  the  Section  8 
Existing  Housing  ?roffcm  In  New  York  City  In  1976,  nearly  27%  were  living 
in  dwelling  units  that  did  not  meet  quality  standards.^  Another  ISZ  were 
llvlns  in  standard  tnlts,  but  paid  rents  above  the  Fair  Market  Rents  (FMU) 
established  for  the  Section  8  Existing  Housing  Progran.  l\«nty-cne  percent 
of  the  low-incooie  households  paid  rents  in  excess  of  the  FtflB. 
Uhfortunately,  data  are  not  available  xx>  determine  the  proportion  of  all 
apparently  eligible  households  paying  more  than  30Z  of  their  incone  for 
rent.  However,  die  nnber  of  ho\»^iolds  with  rents  in  excess  of  die  Fair 
Market  Rents  provides  a  mlnimui  estimate  of  the  size  of  the  affordablllQr 
problem. 2  In  addition,  many  hous^iolds  with  rents  below  the  YtWLB 
likely  paid  more  than  30Z  of  their  income  for  rent. 

Contrary  to  the  national  pattern,  roughly  the  same  proportion  of  low- 
incooie  renters  and  very  lot^incone  renters  live  In  substandard  units  In  New 
York  Clty.3  The  proportions  of  these  two  groups  living  in  substandard 
units  are  higher  in  New  York  City  than  for  the  nation  as  a  iAx)le.  Vtille 
27%  of  the  very  low-income  renters  in  New  York  City  live  In  substandard 
units,  24Z  do  so  for  the  nation  as  a  \iioIe.^  The  difference  la  more 
stark  for  low- income  households:  In  New  York  City  25Z  of  the  low-incone 
hous^iolds  live  in  substandard  xnits,  compared  to  15Z  for  the  nation  aa  a 
\jhole.  T^  important  conclusions  emerge  fran  these  findings.  First,  aa 
recognized  in  the  Conmlssion's  report,  a  greater  proportion  of  renters  is 
Uvli^  in  substandard  inlts  in  New  Yoric  City  dian  In  the  nation  as  a  whole. 
Second,  contrary  to  the  U.S.  as  a  \jhole,  living  in  substandard  housing  la 
as  severe  a  problem  for  low-income  renter  households  as   for  very  low-inocme 
housdiolds  in  New  York  City. 


The  need  of  low-income  hous^iolds  for  housing  subsidies  to  escape 
substandard  housing  la  Airther  evident  If  we  look  at  the  reasons  Identified 
on  New  York  City  Housing  Authority  records  for  hous^iolds  entering  the 
Section  8  Existing  Housuig  Program.Most  of  the  households  who  received 

1 .  These  standards  are  developed  by  HJD  &aB  the  Annual  Housing  Survey 
and  are  very  similar  to  standards  developed  by  the  Congressional  Budget 
Office  and  used  by  Abt  Aaaodates  to  estimate  the  adequacy  of  housing  among 
households  eligible  for  the  Section  8  Existing  Housing  and  New  Oonatructlon 
Programs.  See  Abt  Associates,  Participation  and  Benefits  In  the  Urban 
Section  8  Prosrio  (Canbrldge,  fST:    Abt  Associates,  Inc.,  January,  1781) 

2.  Houa^oISi  wldi  inoomea  very  cloae  to  the  upper  limit  for  prograa 
eligibility  (SOX  of  StfiA  median)  are  poasible  exceptions. 

3.  Very  low-income  houaeholda  comprlae  nearly  two-thlrda  of  die 
eligible  population  in  New  York  City,  with  the  remaining  one-third 
conalatlng  of  low-incone  houaeholda. 

4.  Data  for  the  U.S.  as  a  whole  are  reported  In  Khaddurl  and  Stnjyk, 
1980,  op.clt.  The  incidence  of  substandard  houalng  among  low- income 
rentera  cited  in  the  Commlaalon'a  Intgrfm  gyport  (10.8X)  la  nailer  than 
the  f  igMTB  cited  by  Khaddurl  and  Struck.  The  dlacrepancy  may  be  due  to  the 
use  of  different  quality  atandarda. 
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T&ble  1 

Reaaon  Given  for  Households  

Section  8  Existing  Progran  in  New  Y< 


the 


B:iterln8 


Reason  Given 

Substandard 

Rent 

Recipient  Category 

Housing 

Hardship 

Other 

Total 

Household  Type 

Single  Non-Elderly 

35. 4X 

62. IX 

2.5X 

lOO.OZ 

Single  Elderly 

21.9 

74.3 

3.7 

lOO.O 

One  Adult  w/Chlldren 

51.9 

46.7 

1.4 

100.0 

TVto  Adults  w/Chlldren 

55.1 

41.9 

3.0 

100.0 

Tm  Elderly 

23.6 

72.2 

4.2 

100.0 

T^  Non-Elderly 

37.8 

59.5 

2.7 

100.0 

Incooe 

loc^  Income 

67.5 

29.8 

2.7 

100.0 

Very  Lcx»-Incane 

27.6 

69.3 

3.1 

100.0 

Race/Ethnic  Group 

Uhlte 

20.0 

76.9 

3.1 

100.0 

Black 

49.6 

47.7 

2.7 

100.0 

Puerto  Rlcan  and 

Other  Hispanic 

50.2 

44.3 

5.5 

100.0 

Other 

35.3 

61.6 

3.1 

100.0 

Nunber  of  Bedrooms  Required 

0 

1A.6 

81.9 

3.5 

100.0 

1 

27.3 

69.3 

3.4 

100.0 

2 

50.6 

46.9 

2.5 

100.0 

3 

59.0 

39.5 

1.5 

100.0 

4 

61.5 

37.3 

1.2 

100.0 

Total 


33.9 


63.0 


3.1 


100.0 


^Ihe  reason  for  entry  into  the  progran  Is  identified  by  the  Housing 
Authority  staff  at  the  tine  of  application  t3o  the  progran. 


Source:  Nev  York  City  Housing  Authority  Records 
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aaslscance  entered  the  pcogran  to  reduce  the  proportixxi  of  tiieir  inocaie 
t^t  they  spent  fDr  rent.'   prior  to  entering  the  prograa  these  house- 
holds generally  de^roted  more  than  40%  of  their  incone  to  housing.  Vlille 
die  majority  -  63X  -  of  all  recipients  entered  die  progran  to  relieve  the 
burden  of  paying  too  much  of  their  incone  for  rent,  over  one-third  of  all 
households  sought  assistance  because  they  lived  in  either  substandard  or 
overcrowded  housing  conditions.  (See  Table  1). 

A  large  majority  (68%)  of  the  lo^^inocme  hous^iolds  that  received 
assistance  under  the  Section  8  Bd.sting  Housing  Prograi  in  New  York  City 
entered  the  progran  to  obtain  standard  quality  housing,  coorpared  to  28%  of 
very  low- income  recipient  households.^  Moreover,  lov^inoone  housdiolds 
are  more  than  three  times  as  likely  as  their  very  low-inccme 
coiziterparts  to  have  been  living  in  cvercrouded  dwelling  iiiits. 

Some  household  types  are  more  likely  than  others  to  enter  the  prograi 
to  obtain  better  housing.  Larger  households  and  minority  households, 
regardless  of  inccne,  appear  to  have  a  more  difficult  time  than  aaall 
households  and  non-minority  households  finding  adequate  acconDodations 
ihich  they  can  afford  at  ttieir  inccne  level  without  a  rent  subsidy. 
Approximately  75%  of  all  low- income  recipient  households  with  children 
(thus,  the  larger  households)  entered  the  progran  livii^  in  substandard 
ixiits.^  These  larger  households  also  were  more  likelv  to  be  living  In 
overcrowded  dwelling  ixiits.  F\irtheimore,  approximately  half  of  the  Black, 
Puerto  Rican  and  other  Hispsnic  hous^iolds  entered  the  prograi  because 
of  substandard  housing,  v^le  less  than  25%  of  v^te  hous^iolds  entered 
the  progran  for  this  reason. 

This  difference  is  even  greater  \iien  households  are  ccmpared  by  race 
widiin  each  of  the  tuo  income  groups.  Over  70%  of  low-inccme  Black,  Puerto 
Rican  and  other  Hispanic  households  indicated  substandard  housing  as 
their  reason  for  entering  the  progran,  ccmpared  to  54%  of  the  white 
households.  At  the  same  time,  less  than  22%  of  very  low-incone  white 
households  indicated  they  entered  the  progran  because  they  were  living  in 
poor  quality  housing,  compared  to  50%  for  Puerto  Ricans,  42%  for  Blacks  and 
35%  for  other  Hispsnics. 

1 .  The  Housing  Authori^  staff  identified  whether  households  wlS 
eligible  incomes  qualified  for  assistance  because  they  lived  in  substandard 
housing,  had  excessively  hi^  rent- inccne  ratios  (usually  greater  than 
40%),  had  been  displaced,  etc.  Most  of  the  households  identified  as 
entering  the  progran  because  of  rent  hardship  did  not  also  live  in 
substandard  housing,  since  89%  of  these  hous^iolds  were  able  to  receive  the 
subeiify  without  moving  (this  assunes  that  households  who  received 
assistance  in  place  did  so  because  their  tsiits  were  of  acceptable  quality, 
not  because  their  landlords  repaired  previously  subetandaxd  units). 

2.  Part  of  the  reason  for  this  difference  is  that  New  York  Clt^ 
requires  that  households  that  want  to  enter  the  prograi  to  reduce  Oielr 
rent-inoone  ratio  In  their  dwelling  tnit  be  paying  40%  or  more  of  their 
income  for  rent.  Because  low-income  households  are  less  likely  than  very 
low^income  households  to  pay  sOdi  an  excessive  aaount  of  their 

income  for  rent,  they  are  less  likely  to  enter  the  prograi  on  this  bssis. 
The  fact  that  low-income  hous^iolds  are  less  apt  to  qualify  for  the  progran 
because  of  rent  hardship  does  not  alter  the  conclusion  that  low-ineoDe 
hous^iolds  benefit  from  the  program  in  terms  of  improved  housing  conditions 
and  it  does  not  alter  the  conclusion  that  diese  needs  exist. 

3.  ApproKimately  53%  of  all  recipient  households  widi  children  entered 
the  prograi  to  improve  their  housing  conditions. 
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Althou^  the  lUDber  of  low-inocne  households  seeking  Section  8  benefits 
because  of  rent  hardship  is  over^iadowed  by  those  seeiiig  to  tknb   fcoa 
substandard  units,  we  should  not  Lose  sight  of  the  fact  that  many  (30X)  of 
the  low- income  recipients  had  severe  rent  burdens  (rents  in  eacess  of  40Z  of 
their  Inoooe)  when  they  sought  assistance. 

These  findings  indicate  that  the  incones  of  msziy  low-inccme  households 
in  New  York  City  apparently  are  not  sufficient  to  allow  then  to  obtain 
acceptable  quality  accomodations  without  sacrif  icii^  inportant  non-shelter 
subsistence  needs.  Clearly,  the  severity  of  housing  proolenis  in  New  York 
City  is  not  indicated  solely  by  the  size  of  a  household's  incone  deficiency. 

As  a  consequence,  an  eligibility  cutoff  pegged  at  SOX  of  die  SMSA  median 
incGoe  excludes  from  prograa  benefits  many  households  witti  serious  housing 
problems.  Performing  a  similar  analysis  usinR  an  alternative  standard  based 
on  the  '^market  basket"  approach  discussed  earlier  would  reveal  whedier  the 
alternative  standard  i40uld  more  accurately  identify  hous^iolds  \to  cannot 
afford  to  rent  units  meeting  program  standards  without  incurring  a  severe 
rent  hardship.  Uhfortunately,  we  are  mable  to  perfonn  six:h  an  analysis. 

The  Effects  of  Changes  in  Eligibility  Will  Fall  Ubevenly  on  Certain  Types  of 
Hous^iolds 

The  diaracteristics  of  the  low- income  population  indicate  that  a  housing 
voucher  program  that  limits  eligibili^  tx>  very  low-income  households  will 
affect  certain  sectors  of  the  eligible  population  more  severely  than  others. 

Reconaendations  to  limit  eligibility  for  assisted  housing  to  households 
with  incomes  below  SOX  of  tlie  median  income  for  the  area  would  occlude  nearly 
one- third  (32. 3X  or  267,761  households)  of  the  presunably  eligible  renter 
population  from  participation  in  housing  programs  in  New  York  City.^ 
Similarly,  1S.2X  of  those  presently  served  by  pii>llc  housing  and  Section  8 
Existing  (30,188  households)  would  no  Longer  be  able  to  receive  benefits  if 
the  regulations  are  applied  to  these  households  jdben  their  leases  or 
contractual  agreements  expire. 

Of  all  currently  eligible  renter  housriiolds  in  New  York  City,  those 
comprised  of  tuo  adults  with  children  and  of  two  non-elderly  persons  ham  the 
highest  proportion  (46X)  with  Low  incomes  ss  opposed  to  very  low  incomes. 
Ihese  household  types  will  be  hurt  disproportionately  more  than  other 
households  by  the  diange  in  income  eligibility  requirements. 

Additional  data  describing  the  characteristics  of  the  lo«^ income 
population  are  not  available.  However,  we  can  learn  more  about  the 
households  that  are  likely  to  be  hurt  by  the  (hange  in  income  eligibility  by 
identifying  the  composition  of  Low-income  housriiolds  receiving  Section  8 
Existing  assistance.  Because  these  housdiolds  applied  for  the  Section  8 
Program,  they  are  self-selected  and  may  not  be  representative  of 

I.  These  housdiolds  appear  eligible  on  the  basis  of  their  income.  Sane 
ixiknoun  proportion  of  these  households  probably  would  be  foizid  ineligible  by 
the  Section  8  Program  screening  interview. 
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the  low-lnoooe  population  as  a  whole.  However,  since  these  hous^iolds  did 
seek  assistance  fron  the  Section  8  Progran,  It  Is  reasonable  to  assine  diat 
they  are  representative  of  the  low- income  hous^iolds  who  likely  would 
participate  in  a  housing  voucher  program  if  the  income  limit  for 
eligibility  is  not  dianged.  As  a  result,  they  are  the  hous^iolds  likely 
to  be  most  adversely  affected  by  the  diange  in  eligibility. 

Before  we  proceed  with  this  oialysis,  however,  it  is  important  to 
develop  an  overview  of  the  types  of  New  York  hous^iolds  served  by  the 
pii>llc  housing  and  Section  8  Existing  programs  in  order  to  understand  how 
the  needs  of  different  types  of  households  are  being  served  by  the 
prograns. 

A  vast  majority  (84%)  of  the  households  living  in  public  housing  and 
receiving  Section  8  Exlstii^  assistance  in  New  York  City  are  classified  as 
very  low- income  households.  For  the  nation  as  a  \tole,   this  figure 
is  80X.^ 

Very  low- Income  hous^iolds  are  also  served  by  welfare  assistance. 
More  than  340,000  households  receive  welfare  shelter  allouances  in  New  York 
City.  Despite  this  shelter  allowsnce,  tliese  households  typically  occupy 
seme  of  the  worst  housing  in  the  City.  Althoqg^  discrimination 
ixKk>ubtedly  explains  some  of  this,  rite  most  Important  reason  is  that  the 
welfare  shelter  allowance  is  not  large  enough  for  households  to  rent 
acceptable  quality  units.  As  of  October  1981,  the  Fair  Market  Rents  (FMts) 
for  the  Section  8  Program  were  slightly  more  than  double  the  shelter 
allowances,  the  shelter  allowances  in  New  York  City  have  not  been  increa- 
sed since  1975.  At  the  same  time,  the  quality  of  lower  cost  rental  housing 
has  declined  as  maintenance  and  operating  costs  have  risen  faster  than 
the  rent-paying  abilities  of  poorer  tenants.^ 

Althou^  the  pii>llc  housii^  and  Section  8  Existing  Programs  are  each 
targeted  to  very  low- income  hous^iolds,  the  populations  served  by  these 
tuo  programs  are  quite  different.  Nearly  85X  of  the  171,585  households 
living  In  public  housing  are  minority  residents.  More  than  half  of  these 
households  contain  3  or  more  persons.  Approximately  33X  of  the  households 
living  in  public  housing  are  comprised  of  one  adult  and  children,  ^iille 
only  27X  of  the  households  are  headed  by  an  elderly  adult  (age  62  years  or 
older). 

The  population  served  by  the  Section  8  Existing  Program,  on  the  other 
hand,  is  older  and  comprised  of  fewer  minority  households.  More  than  53X 
of  the  30,188  hous^iolds  receiving  a  subsidy  from  the  Section  8  Existing 
Program  are  elderly  housdiolds,  ^ihile  less  than  25X  of  the  housriiolds 
contain  3  or  more  persons.  ApproKlmately  48X  of  the  housdiolds  residing 
in  Section  8  assisted  inlts  are  minorl^  households,  wldi  tfhe  minorl^ 
housdiolds  substantially  more  likely  than  white  households  to  contain 
children  (49X  versus  14%  percent). 

Vhen  all  pii>llcly  assisted  housing  programs  are  examined,  it  is  clear 
that  the  needs  of  most,  if  not  all,  types  of  households  are  beii^  addressed 

1.  The  data  for  die  U.S.  were  obtained  &om  Khaddurl  and  Struyk,  198(^7 
op.cit. 

2.  For  a  discussion  of  this  problem,  see  Bruce  Gould,  An  fiuDinatlon 
of  the  Current  MaximiiB  Rent  Levels  in  New  York  City,  New  York  City 
Department  ot  Housing  Preservation  and  Deveiopoient,  July  1981. 
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by  the  total  array  of  prograoa J  However,  It  appears  that  the  housing 
probleos  of  different  groups  are  addressed  prlnarlly  by  different 
programs.^  For  cKanple,  the  large  percentage  of  elderly  onong  the  Section 
8  Existing  recipients  reflects  the  City's  decision  t30  allocate  a  major 
share  of  Its  Section  8  Existing  certificates  t30  elderly  households. 
Approximately  63X  of  the  Section  8  Existing  certificates  available  for  die 
years  1979-1982  were  allocated  to  elderly  households  In  die  City's  Housing 
Asslstaxice  Plan  (HAP)  submitted  as  part  of  its  Seventh  Year  CGmmunlty 
Development  Application. 

A  ccmpsrlson  of  die  characteristics  of  the  low-lnocme  population  and 
the  very  low-lnccme  population  participating  In  the  Section  8  Existing 
Program  in  New  York  City  reveals  that  the  two  groups  differ  markedly.^ 
The  low- Income  recipient  housdiolds  have  the  following  diaracterlstlcs: 

A  large  proportion  are  minority  (65.8%  are  Black,  and  15. 2Z  are 
Puerto  Rlcan  and  other  Hispanic) ; 

A  majority  are  housdiolds  with  children  (51. 7X  of  the  households 
contain  one  parent  with  children  and  24.6Z  of  the  households  have 
two  parents  with  children) ,  while  only  17%  are  elderly; 

Approximately  19%  need  apartments  wldi  at  least  three  bedrooms, 
while  only  23.6%  need  apartments  with  one  or  less  bedrooms; 

A  large  proportion  (72%)  wanted  to  or  were  required  to  move  to 
receive  benefits  frcm  the  Section  8  foisting  Program.  (This  Is 
true  even  when  controlling  for  the  muber  of  be£ooms,  for  racial 
and  ethnic  group,  and  for  hous^iold  type);  and 

A  large  proportion  of  elderly  households  are  white. 

In  contrast,  the  very  low-inoome  recipient  hous^iolds  have  die 
following  characteristics: 

A  majority  (58.3%)  are  whlte:^ 

A  majority  are  elderly  hous^iolds  (60.3%),  whUe  only  22.1%  had 
children  in  the  houa^ld; 

A  large  proportion  need  apartments  with  one  or  less  bedroom 
(67.6%); 

A  small  proportion  wanted  to  or  were  required  to  move  to  receive 
benefits  &an  die  Section  8  Existing  Prograi  (35.6%);  and 

Only  single  non-elderly  and  one  adult  wldi  diUdren  hous^iolds 
are  predominantly  minority  (die  latter  Is  82.0%). 

1.  As  Is  true  for  the  U.S  as  a  whole,  a  relatively  amall  proportion  of 
the  overall  need  Is  served  by  all  programs. 

2.  Proposals  to  drastically  reduce  the  fixidlng  for  new  pii>llc  housing 
units  and  to  emphasize  reliance  on  the  existing  bousing  stock  would  most 
adversely  affect  those  households  In  New  York  City  -  minorities,  large 
families  -  whose  needs  are  met  primarily  by  the  pdbllc  housing  program. 

3.  Comparable  data  describing  the  diaracterlstlcs  of  low- income  and 
very  low- income  public  housing  residents  are  not  Available. 

4.  This  reflects  the  City's  decision  to  allocate  the  majority  of 
Section  8  certificates  to  elderly  applicants,  most  of  whom  are  white. 
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The  houadiolds  ooat  severely  affected  by  die  change  in  ellglbllitj 
criteria  ore  hous^iolds  with  diildren  and  minority  housriioldsJ  These 
groups  are  not  represented  In  large  mnbers  onong  the  very  low-income 
Section  8  Existing  recipients.  It  is  especially  distressing  tiiat 
low-income  larger  families  and  minority  residents  will  no  longer  be 
eligible  since  these  hous^iolds  generally  lived  in  substandard  housing 
when  diey  entered  the  progran.^ 

Since  low-income  households  are  as  likely  as  very-low  income 
households  to  live  in  substandard  units,  and  since  many  pay  an  excessive 
amoizit  of  their  income  for  rent,  they  should  not  be  excluded  from 
participating  in  the  voucher  (or  Section  8)  progran.  Restricting 
eligibility  to  very  low-income  renters  will  produce  hardships  for  many 
low-inocme  households  with  housing  problems  no  less  serious  than  those 
faced  by  many  of  the  very  low-income  housdiolds  served. 

A  more  pragmatic,  thoqg^  no  less  important,  consideration  is  that 
reducing  the  eligibility  limit  threatens  the  viability  of  many  local 
rdiabilitation  programs.  Ccmmunity  Development  funds  often  finance  the 
rehabilitation  of  buildings  that  are  still  occupied.  Low- income  residents 
of  these  buildings  camot  pej  the  restructured  rents  without  allocating  an 
excessive  proportion  of  their  income  for  rent  vnless  diey  receive  a  rent 
subsidy  frcm  the  Section  8  ^dating  Program.  Eliminating  these  households 
from  Section  8  or  \roucher  eligibility  either  will  prevent  the  building  from 
being  renovated  or  will  create  a  rent  hardship  for  the  low- income  residents 
living  there.  Such  a  situation  would  be  inequitable,  as  housdiolds  with 
incomes  Just  above  the  eligibility  cutoff  will  pay  a  greater  percentage  of 
their  income  for  rent  than  will  households  with  inccmes  just  voder  die 
eligibility  cutoff. 

III.  REOCMiENDATKKS  BBGARDINS  EUGIBIUTY  FDR  HOUSINS  ASSISTANCE 

1.  Eligibility  to  receive  benefits  from  a  housing  voucher  prograi 
should  be  based  on  the  condition  of  being  "housing  poor^.  This  requires  a 
different  definition  of  eligibility  than  die  standard  income  limits 
currently  used. 

a.  Gne  method  of  defining  '"housing  poor^  iihich  should  be  considered 
is  based  on  a  "market  basket"  approach.  Available  shelter  income 
is  computed  by  identifying  the  total  income  (after  taxes)  by 
housdiold  size  left  after  subtracting  the  cost  of  meeting  bssic 
necessities  for  a  mininm  adequate  standard  of  living  as  defined 
by  the  U.S.  Bureau  of  Labor  Statistics.  Any  household  \Jboee 
available  shelter  income  is  less  dun  the  anomt  of  money  needed 
to  obtain  standard  quality  aoocnmodatlons  for  a  household  of  its 
size  should  be  considered  eligible  for  housing  assistance. 

1.  This  conclusion  rests  on  the  assunption  that  die  Low- income 
households  most  likely  to  apply  for  housing  vouchers  if  the  income  limits 
for  eligibility  are  not  reduced  i40uld  resemble  the  Low-inocme  households 
currently  participating  in  tiie  Section  8  fidsting  Program. 

2.  Data  obtained  from  the  1976  Annual  Housing  Survey  indicate  that  27% 
of  the  Low-income  households  containing  children  live  in  sdbstandaid  inits, 
oumpareJ  to  33X  of  the  very-low  income  households  with  children. 
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b.  A  reducticxi  t30  50X  of  median  area  incone  as  a  basis  for 

eligibility  to  receive  housing  assistance  cannot  be  endorsed 
because  it  eliminates  hous^iold  types  (including  large  families 
and  minorities)  that  are  "housing  poor**. 

2.  Uiless  a  "market  basket"  approach  is  adopted,  procedures  used  to 
compute  income  for  eligiblity  determination  should  not  be  changed. 

a.  Non-cash  contributions  from  other  forms  of  public  assistance 
should  not  be  included  in  the  ccmputatlon  of  income. 

b.  AllcMances  for  minors,  higher  dian  normal  medical  expenses,  or 
other  unusual  expenses  should  be  retained  and  the  allowances  for 
minors  increased. 

3.  Hous^iolds  that  receive  assistance  under  a  housing  voudier  program 
should  continue  tx>  receive  the  subsidy  as  long  as  they  reoain  eligible 
for  the  program. 

4.  Adninistrative  funds  must  be  made  available  to  local  uiits  of 
govenment  suffici«:it  to  enable  affirmative  efforts  to  ensure  that  all 
"housing  poor'*  households  can  benefit,  particularly  large  families  and 
minorities.  Proposals  tx>  reduce  the  aaount  of  adninistrative  funds 
allocated  t30  \iiits  of  local  gDvenment  should  be  rejected. 
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Chapter  4 

PRDBLQC  UXEU  T3  RESULT  FROH  ELDHN/CIGN  OF 
PKMXJCnON  SUBSIDIES 

I.  BACKGROUND 

The  President's  Gconlsslon  on  Housing  has  taken  the  position  that  the 
major  housing  problem  confronting  lower  income  households  is  no  longer  the 
shortage  of  rental  housing  or  the  prevalence  of  physically  deficient  uiits 
but  the  inability  of  louer  income  households  to  obtain  decent  accamodations 
at  affordable  prices.  They  reach  this  conclusion  after  an  analysis  of  trends 
for  the  nation  as  a  vjhole.  The  floor  area  per  person  in  hous^iolds  has  more 
than  doubled  in  the  last  30  years,  overcrowding  has  declined  by  apptOKlaately 
400X  since  1940,  and  the  percentage  of  dilapidated  housing  has  declined  frcm 
SOX  in  1940  to  less  than  3X  In  1979.^  Approximately  7.5X  of  all  housing 
units  are  rated  as  physically  deficient  in  1977  using  en  indicat)or  of 
housing  quality  developed  by  the  Congressional  Bixiget  Office.  This 
represents  a  decline  from  8. IX  in  1975. 

Contrasted  to  this  decline  in  overcrowded  and  substandard  housing 
conditions  is  the  continuing  increase  in  the  proportion  of  households 
spending  more  than  25X  of  their  income  for  housing.  ApproKimately  51X  of 
renters  paid  more  than  25X  of  their  income  for  rent  In  1979,  compared  to  32X 
of  the  renters  in  1950.  Although  it  Is  clear  that  the  inability  to  obtain 
decent  acconmodations  without  spending  an  inordinately  hig)i  fraction  of 
income  is  a  serious  and  growing  problem  for  lower  income  housdiolds.  It  is 
difficult  to  accept  the  argisnent  that  inadeqiiate  housing  is  no  longer  a 
serious  problem  deserving  attention  from  the  federal  government. 

The  ComDlssion's  analysis  reveals  that  deficient  housing  is  still  very 
prevalent  anong  renters  (13. 5X) ,  rural  Southerners  (12. 8X) ,  residents  of 
large  cities  (9.6X),  Blacks  (19.1X) ,  Puerto  Rlcans  (12.3X).  and  fonale- 
headed  hous^iolds  (lO.lX).^  Physically  deficient  housing  may  not  appear  to 
be  a  large  problem  when  viewed  in  the  aggregate.  When  viewed  in 
distributional  terms,  however,  poor  quality  housing  constitutes  a  major 
problem  for  certain  types  of  households  and  for  certain  areas  of  the  country. 

Aldiough  the  Commission's  Interim  Report  recognizes  diat  some  groups  or 
areas  are  characterized  by  a  greater  concentration  of  Inadequate  housing  than 
the  nation  as  a  whole,  it  nonetheleas  advDcates  termination  of  current 
housing  production  subsidies. ^  Instead,  the  Coonlaaion  report  presents 
preliminary  recommendations  that  shortages  of  rental  housing  or  the 

1.  This  analysis  is  presented  in  Chapter  2  of  the  (3ammlsslons's  Interim 
Report. 

?.  The  nunbers  in  parentheses  indicate  the  percentage  of  housdiolds  in 
eadi  group  or  area  living  in  Inadequate  housing. 

3.  The  Commission's  Justification  for  this  recommendation  is  two- fold. 
First,  as  indicated  above,  the  primary  housing  probUm  of  lower  income 
hous^iolds  is  identified  as  the  affordabllity  of  housing,  not  die  scarcity  or 
Inadequacy  of  the  available  housing.  Second,  the  various  production  prqgrans 
are  very  costly,  both  in  tenns  of  the  per  unit  subsidy  and  the  long-term 
financial  camitiiient  assuned  by  the  federal  government. 
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prevsalenc*  of  poor  quality  housing,  Oiere  they  exist,  be  addressed  by  other 
means  »-L    These  Include  adding  new  conscructLon  as  an  elisibLe  activity 
under  the  CDBC  progrssn;   providing  options  for  St^te  and  local  agoicy 
financing  of  housing  through  tax-exHDpt  or  t^x^bl^  bonds;   changing  fisderal 
tax  policy  to  provide  a  tax  credit  for  r^iabllLtatiCTi  of  residential 
buildings  and  encotoraglng  private  groups  at  the  local  level  to  sponsor  and/or 
finance  housing  prograns. 

Clearly  the  Section  8  New  Oonstruction  and  Substantial  Rehabilitation 
programs  are  very  expensive  ways  to  produce  needed  housing  for  lower  income 
housAolds.2    At  this  time,  however,   it  is  uicertain  that  increased  levels 
of  n&f  construction  or  substantial  rehabilitation  would  be  generated  through 
the  CDBG  program  or  the  issuance  of  state  or  municipal  bonds. 

Although  the  Gomnission  correctly  notes  that  many  localities  haw  made 
innovative  use  of  their  CEBG  funds  in  rehabilitating  properties,  Urger 
fflDouits  of  newly  constructed  or  substantially  rehabilitated  rental  teilts  may 
not  be  produced  throi^  the  CDBG  program  for  a  runber  of  reasons*     First, 
ttany  localities  have  not  used  their  CDBG  funds  tx>  renovate  Tuulti^faDlly 
rental  housing- 3    ^a  the  Conmission  itself  notes,  more  than  S05  of  the 
units  funded  through  the  CDBG  pnogran  are  single- fen lly  units.     It  is  not 
Apparent  that  localities  will  shift  their  anpha^i^  to  ri^ier  multi- family 
TehablllLatlcn  Just  because  the  Section  8  supply-side  prograos  are 
terminated. 

Second,  the  proposed  continuation  of  die  annual  fixiding  cycle  for  CDBG 
Is  likely  to  Ihnlt  the  aoount  of  new  constructicri  or  substantial 
rehabilltaCion,   since  localities  would  be  \jiwllling  to  Incur  long  term 
financial  obligations  without  assurance  of  continued  federal  support  for  a 
longer  ti^^e  period    The  Office  of  Managanent  and  Budj^et's  threat  to  eliminate 
Che  CDBG  progran  entirely  In  Fiscal  Year  15 84  v^^ild  certainly  cau^e  local 
officials  to  think  twice  aixwt  ccowittlng  ft^s  to  these  project** 
lhird,camitnity  development  funds  are  being  redticed  at  the  sane  time  that 
activities  previously  funded  i^er  HUD    categorical  prograns  are  being  folded 
Into  the  progrHD>    With  this  increased  competition  for  a  reduced  pot  of 
fmda,   it  is  questionable  that  Increased  levels  of  new  construction  or 
substantial  rehabilitation  will  be  produced  with  CDBG  fUDds^ 

It  also  seems  iiilikely,  at  least  for  the  present,  that  municipalities  or 
states  will  construct  a  significant  voliioe  of  new  rental  units  for 
IcMer-tnoome  hous^tolda  by  Issuing  tax- exempt  or  taxable  bonds.     Conditions 

1-  The  GooMlasion  Indicated  that  It  was  very  concerned^ ^>out~the 
shortage  of  adequate  housing  In  specific  areas  and  that  it  would  continue  to 
study  bousing  supply  prbblena   Ui  preparing  Its  final  report.     That  report 
coukj  Inclucte  reccGiDendations  for  some  type  of  r^ubllitatlon  ot  construction 
prograOp 

2.  A  briefing  paper  prepared  by  HUD  for  die  President's  Coamisslon 
eetimatesthat  a  tnit  of  Section  8  new  constxucticn  cost^  approidmately 
5100,000  tobuild-  Hcpwever,   as  Stegaan  demonstrates,  a  large  part  of  the  high 
coat  of  producing  new  or  ^^otantlally  rehabilitated  Miits  results  from  the 
desire  to  minimize  short  term  bucket  impact  b7  spreading  Che  coats  out  ever  a 
longer  time  period.   See  Michael  A.   Stegpan,  "Housing  Block  Grants: 
Legislation  Is  Unlikely  this  Year",  Journal  of  HouainR.  pp,3l7-32Ap  Jime 
1981. 

3.  Michael  M.  Oirmann  anl  DoiKlas  Fbrd,  '*0>  R^:^  111  tat  ion:  Analysis 
Reveals  Dramatic  Growth,   Successful  Lpcal  Frograas",  Journal  of  Housing,  pp. 
330-337,  June  1981. 
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in  die  tax-exonpt  bofxl  market  and  mortgage  market  currently  are  very  in- 
£a[\rorable,  wldi  interest  rates  at  the  highest  level  in  years,  and  mmlclpal 
and  state  tax-exempt  bonds  are  becoming  less  attractive  Investments  to 
uesdthy  izxlividuals  because  of  the  reduction  in  the  maximtn  income  tax 
rate.  Furthermore,  die  fixture  of  tax-exempt  bonds  Is  incertain,  since  tfas 
Tteasury  Department  is  opposed  to  the  continued  use  of  tax-exempt  financing 
for  housing.  Even  if  tax  exempt  financing  is  continued,  it  is  not  clear 
that  municipalities  will  use  this  mechaniflm  tx>  finance  housing 
construction.  They  increasingly  are  recognizing  the  need  t30  devote  a 
larger  share  of  the  money  raised  throqph  municipal  bonds  to   infrastructurtt 
repair. 


Finally,  the  reduced  costs  to  the  developer  produced  by  tax-e 
financing  will  not  be  adequate  to  lower  the  rents  to  a  level  yJbece  they  are 
affordable  to  lower  income  housdiolds  without  fixrther  subsidy.  Given  the 
higher  rents  charged  for  newly  constructed  units,  the  proposed  reductions 
in  the  payment  standard  and  the  proposed  maximun  rent  subsidy,  it  is 
unlikely  that  progron  recipients  could  rent  a  new  unit  without  paying 
substantially  more  than  30%  of  their  income  for  rent. 

If  these  recommended  solutions  are  not  likely  to  eliminate  a  shortage 
of  rental  housing  or  rdiabilitate  physically  deficient  housing,  is  it 
likely  that  a  housing  voucher  alone  could  do  so?  The  answer,  recognized  in 
the  Coanission'  s  Interim  Report,  is  no. 

These  programs  (Section  8  Existing  and  EH^)  are  less 
successful  in  reaching  the  poor  who  live  in  physically 
inadequate  housing,  and  do  not  stimulate  new  construction  or 
substantial  rehabilitation  (The  President's  OGomission  on 
Housir«,  1981,  p.  45). 

Results  obtained  in  evaluations  of  the  Section  8  Existixig  Prograi 
supports  this  conclusion.^  In  the  Section  8  Existing  Program 
approximatdLy  50%  of  the  ixiits  that  initially  failed  inspections  were 
repaired.  The  percentage  of  rental  uiits  repaired  after  filing  the 
initial  inspection  in  the  two  supply  sites  of  the  &q)erifflental  Bousing 
Allowance  Demonstration  was  somewhat  higher  -  59%  and  57X.  In  both 
programs,  the  repairs  made  were  very  modest.  The  housing  analysts 
evaluating  the  performance  of  these  programs  concluded  that  the  major 
Impact  of  the  programs  on  the  housing  stock  is  to  promote  maintenance  and 
minor  repairs,  thus  preventing  further  deterioration,  but  not  increasing 
substantially  the  msober  of  standard  isiits  throqgh  major  rehabilitation. 
Ikiits  were  upgraded  generally  only  if  the  renovation  costs  were  small. 

The  additional  rent-paying  ability  of  households  with  vouchers  will 
not  stimulate  new  construction,  since  they  could  not  afford  the  newly 
constructed  tnits  even  with  the  subsidy.  For  example,  the  median  gross 
rent  of  units  constructed  between  1970-1976  in  central  cities  in  die  U.S. 
was  1.22  times  sreater  than  the  median  gross  rent  for  all  xnits  existing  in 
1970  ($202  vs.  $165).^  This  disparity  between  the  rent  of 

1.  U.S.  Department  of  Housing  and  Urban  Development,  1978;  op.cit.;  Abt 
Associates  Inc.,  1981,  op.cit. 

2.  Data  presented  in  George  Stemleib  and  Jaaies  V.  Hmghes,  Aserlca's 
Housing;  Prospects  and  Problems  (1980),  p.  39. 
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Existing  and  new  tnlcs  la  reflected  In  the  different  Fair  Market  Rmt 
schedules  for  existing  units  and  new  construction/substantial  rehablliatlon 
units. 

The  foregoing  analysis  suggests  that  the  supply  of  adequate  houslxig  is 
not  likely  to  be  increaaed  substantially  in  localities  if  the  current 
housing  production  subsidy  programs  are  terminated  uiless  diey  are  replaced 
with  other  types  of  subsidy  programs.  If  the  eliminated  supply-side 
programs  are  not  replaced,  households  livix^  in  substandard  houai^g  at  the 
tine  they  are  Issued  rent  certificates  or  housing  vouchers  in  ti^  housing 
markets  or  markets  containing  substantial  aaounts  of  deteriorated  housii^ 
will  experience  great  difficulty  finding  housii^  that  meets  program 
standards. 

Insight  into  the  difficulties  likely  to  be  encountered  by  households 
Issued  housing  vouchers  in  a  tight  housing  market  can  be  obtained  by 
examining  die  experiences  of  hous^iolds  Issued  Section  8  certificates  in  New  ' 
York  City  during  a  period— January  1,  1979  to  Jizie,  1981— «4wn  the  nmiber  of 
vacant  units  of  standard  quality  was  shrinking. 

II.  FINDINCS 

New  York  City  Has  a  Very  Tight  Housing  Market. 

Households  in  search  of  rental  units  in  New  York  City  are  confronted 
with  an  extremely  difficult  and  inenviable  taak  -  locating  a  unit  of 
acceptable  quality  when  the  nunber  of  inits  vacant  and  available  for  rent 
represents  only  2.13Z  of  all  occupied  and  vacant  ixiita  and  where  those  \jnits 
that  are  available  remain  vacant  for  less  than  two  months  at  the  median.^ 

The  difficulty  of  this  task  is  further  compounded  for  potential  Section 
8  or  housing  ^^sucher  recipients  by  the  large  nLid>er  of  rental  units  tiiat 
would  not  meet  program  guallty  standarda  and  by  the  hig^  rents  diat  exist  in 
many  areas  of  the  city.^  The  large  supply  of  poor  quallQr  xnits  creates 
hardships  for  potential  recipienta  for  two  reasons.  First,  hous^iolds  living 
in  substandard  ixiits  must  move  to  receive  the  rent  subsidy  inless  their  xnit 
is  renovated.  Second,  the  range  of  acceptable  alternative  inits  renting 
within  the  payment  standard  is  reduced,  thus  making  it  harder  for  movers  to 
locate  a  tnit.  This  is  a  serious  problem  for  two  groups  of  potential 

1.  The  data  identifying  the  nunber  o£  tnits  vacant  am  availaDle  £or 
rent  are  taken  froD  the  1981  New  York  City  Housing  and  Vacancy  Survey 
conducted  for  N^  York  City  by  the  U.S.  Bureau  of  the  Census.  The  report 
analyzing  the  data  has  not  been  completed  yet.  However,  a  set  of  oGoputer 
printouts  containing  the  results  of  the  surv^  Is  available  for  public 
inspection  at  the  City  of  New  York  Mmicipal  Research  Library.  Ihe 
count  of  vacant  units  includes  only  those  year-round  rental  units  that  are 
not  dilapidated  and  are  available  for  rent.  The  denGmlnator  used  to 
calculate  the  vacancy  rate  includes  all  renter-occupied  inits  plus  the  ixiits 
that  are  vacant  and  available  for  rent.  In  February,  1981,  there  were  42,157 
units  vacant  and  available  for  rent  and  1,933,887  renter  occupied  inits. 

2.  The  1976  Annual  Housing  Survey  indicates  that  22Z  of  all  rental  mlta 
failed  Section  8  standards.  The  1981  Housing  and  Vacancy  Survey  reveals  that 
nearly  21X  of  all  rental  unite  have  3  or  more  maintenance  deficiencies. 
Ihese  ixilts  probably  would  not  meet  Section  8  quali^  standarda. 
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recipients  -  large  households  aid  minority  housdiolds  J  Minority  rwldents 
also  hove  the  added  disadvantage  of  possibly  encounterlxi;  discrimination  when 
tliey  try  to  move. 

The  restricted  choice  of  housing  available  to  renters  in  New  York  City 
has  beoooe  even  more  limited  during  part  of  the  time  period  covered  by  this 
study,  SB   the  vacancy  rate  has  dropped  frcm  2.95Z  in  1978  to  Its  current 
level  of  2.13X.2  The  competition  for  this  dvlndlix^  supply  of  available 
rental  mlts  has  increased  during  this  period,  as  the  median  time  that  a 
vacant  unit  renalned  uxrlaimed  decreased  firom  2.29  months  in  1978  to  1.90 
months  in  1981.  The  increased  competition  for  rental  units  has  occurred 
simultaneously  with  a  very  slight  increase  in  the  total  nmber  of  renter 
households.  Not  unexpectedly,  rents  have  increased  at  the  same  time  that  the 
supply  of  adequate  housing  available  for  rent  has  beccme  more  scarce.  Median 
gross  rents  for  all  renter-occupied  units  have  increased  by  approximately  26X 
since  1978.^ 

Households  Are  More  Likely  to  Become  Non-reclplents  If  They  Have  to  Move  to 
Receive  Assistance 

Under  the  able  adnlnlstration  of  die  New  York  City  Housing  Authority, 
more  than  30,000  households  -  73X  of  those  Issued  rent  certificates  -  have 
benefited  from  participating  in  the  Section  8  Qclstlng  Program  since  1976, 
either  by  moving  into  decent  quality  or  less  crowded  housing  or  by  paying 
less  of  their  own  low  incomes  zbr  rent.  This  Is  an  Impressive 
acoompllshnent,  considering  the  limited  nuober  of  available  apartments  and 
the  poor  quality  of  many  of  the  rental  mlts. 

The  high  participation  rate  Is  attributable  in  part  to  two  factors.  As 
noted  earlier,  the  majority  of  the  City's  Section  8  inlts  were  allocated  to 
the  elderly  in  the  City's  Housing  Assistance  Plan  (HAP).  Uhllke  other  types 
of  households,  most  of  the  elderly  Issued  Section  8  rent  certificates  were 

1.  The  mi  Housing  «d  Vacancy  Survey  indicates  that  34.5X  of  Uack 

households,  38.1X  of  Hispanic  hous^lds  and  12.5Z  of  white  households  live 
in  xxiitB  with  three  or  more  maintenance  deficiencies.  Thlrty^four  percent  of 
households  containing  five  or  moze  persons  11>«  in  inlts  with  three  or  more 
deficiencies,  compared  to  15. 6Z  of  one  person  households. 

2.  The  vacanor  rate  in  1975  was  2.77.  See  Msrcuse,  Rental  Housing  In 
the  City  of  New  Yoric;  Supply  and  Condition  1975-1978  (1979)  for  discussion  of 
changes  in  the  rental  housing  market  between  l97Slaid  1978. 

3.  Data  for  1981  were  obtained  from  xfhe  1981  New  York  City  Hnislng  and 
Vacancy  Survey.  The  1978  data  were  taken  from  the  1979  Muxuse  study. 
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eligible  to  receive  the  subsidy  withcwt  novliw  J  "rtils  reEfl«ta  the  fact 
that  elderly  households  in  New  York  City  are  leaa  likely  than  younger 
hous^iolds  CO  Liv^  in  poor  quality  \iiltfl*     Secmd,    In  &ccat6  with  HUD 
directives,  a  large  mnber  of  the  Section  8  certtf  tc^tea  Issued  after  1979 
represent  oonversion  of  assiated  iJiita  firom  the  Sectljon  23  leased  housing 
ran  to  the  Section  8  EKlscing  tro^rasa.     Households  occupying  these  inits 
Section  8  recipients  without  moving. 

Ihe  effect  of  the  ti^  housing  market  and  the  large  incidence  of 
defl<:lait  housing  on  households  Issued  Section  8  certflcaCea  Is  revealed  by 
two  findings.     First,   the  proportion  of  households  that  do  not  eventually 
receive  Section  B  benefits  after  being  issued  cerclficstes  has  increased  at 
the  same  tims  that  the  vacancy  rate  and  the  length  of  time  available  tnits 
remain  vacant  has  declined^     Apprxjxl^nately  3SX  of  households  issued 
certificates  after  January  1,  1979  did  not  recei>«  a  subsidy,  compared  to  27% 
for  the  entire  period  between  1976  and  1981. 

Second,  households  who  wanted  to  move  or  who  were  required  to  move  to 
receive  the  rent  subsidy  i*re  substantially  less  likely  to  receive  assistance 
than  were  households  who  i*re  able  to  receive  the  aubaidy  without  moving. 
Since  the  beginning  of  1979    801  of  the  non- recipients  had  co  or  wanted  w 
move,  compared  to  only  391  of  the  recipients..     Looked  at  another  way, 
approKimately  54Z  of  certificate  holders  who  wanted  to  or  had  bo  neve  did 
not  receive  assistance,  conpared  to  only  13Z  of  certificate  holders  who    were 
eligible  to  remain  in-place.^ 

The  relationship  between  a  household's  wanting  tt>  or  having  to  move  to 
receive  assistance  and  not  receiving  the  subsidy  ie  revealed  very  clearly  in 
the  experience  of  mliiority  residents  sind  households  with  children. 
Appcox innately  701  of  households  with  children  and  Black  and  Puerto  Rlcan 
certificate  holders  vented  to  or  had  to  no^e  to  receive  the  si^ldy      <5ce 

1*   Eligible  houaeholda  that  are  offered  participation  In  the  prcgran^i^ 
Issued  certificates  entitling  than  to  a  rent  sxjtoldy  If  tbey  locate  an 
apartinent  that   is  eligible  tinder  the  progran  rules,     A  household  In  Nra«  Yotk 
City  can  receive  the  subsidy  tn  the  ixilt  It  Uvea  In  rfien  It  receives  the 
certificate  If  tiie  followlrtg  fbtir  conditions  are  met;     (1)   It  pays  401  or 
more  of  its  gross  incone  far  rent;  (2)  the  unit  meeta  the  ^ogram  quality 
standards  or  the  Landlord  or  tenant  la  willing  te  repair  the  \nit;   (3)  th* 
landlord  agrees  to  participate  In  the  progroi;  and  (4)  the  \iiit  rent  Is  less 
than  or  equal  u>  the  Fair  Market  Hent  ^r  a  init  of  chat  size.     If  any  of 
theae  conditions  are  not  tnet,  a  household  must  [Dove  to  receive  assistance.     A 
household  can  choose  to  move  even  if  die  ^xTve  conditions  are  met.     (Because 
of  the  limited  nunber  of  certificates  available  compared  to  the  nunber  of 
eligible  households,  households  paying  more  than  401  of  dielr  Ineane  for  rent 
and  households   living  in  physically  deficient  housing  are  given  higher 
priority  for  paxticlpation  than  households  living  In  stsndard  houslnf^  and 
paying  between  251  and  391  of  their  incaac  for  rent.)     A  household  issued  a 
certificate  generally  has  tuo  months  to  locate  an  acceptable  apartment.     If 
the  household  denonatrates  that  it  la  looking  for  a  \nic,   it  nonnally  can 
obtain  a  tuo  month  extension^     After  the  octension  the  certificate  expires 
and  is  re- Issued  to  another  household, 

2.  Estiii:ates  of  the  characteristics  of  certificate  holders  were 
obtained  by  merging  the  sample  of  non^ recipients  with  the  data  for 
recipients.     See  the  Note  en  Data  and  Methodology  at  the  end  of  tiiis  study 
for  a  discussion  of  this  methodology, 
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Tibles  2  and  3)  More  than  45Z  of  the  certificate  holders  in  these  groups 
did  not  eventually  receive  Section  8  assistance. 

Minority  housdiolds  and  families  with  children  also  ^mre  more  likely 
than  other  hous^iolds  to  occupy  substandard  housing,  both  In  the  total 
population  of  renters  and  aoong  certificate  holders  ^Jho  did  obtain  rental 
assistance.  In  a  very  tight  housing  market,  the  Section  8  Existing  Prograa  - 
and,  by  ifflpllcatlon,  xfhe  housing  voucher  program  -  appears  to  be  more 
successful  Ba  an  inocoe  transfer  program  than  bs  a  program  to  improve  die 
housing  quality  of  people  living  in  substandard  dweiliz^.' 

The  difficulties  experienced  by  minority  certificate  holders  in  obtaining 
the  rent  subsidy  \jnderscores  the  continuing  need  for  provision  of  a  high  level 
of  support  services  by  housing  authorities  adninisteriiTg  the  housir^  voudier 
program.  Ihe  New  York  City  Housing  Authority  is  reputed  to  have  a  strom  rsooid 
of  serviiTg  minority  households,  as  the  heavy  minority  presence  in  the  public 
housing  progran  attests.  FVirtheimore,  minority  households  are  well  represented 
(57%)  among  hous^iolds  issued  Section  8  rent  certificates.  Althoqgh  Housing 
Authority  officials  indicated  that  concerted  efforts  were  made  to  help  minority 
households  find  tnits,  nearly  50%  of  minority  households  issued  rent 
certificates  dropped  out  of  xfhe  program.  Housing  Authority  officials  believe 
this  percentage  would  have  been  even  higher  had  they  provided  less  assistance  to 
minority  hous^iolds.^ 

Although  it  is  difficult  for  all  households  to  find  standard  housing  in 
tight  hous^  markets,  minority  households  generally  experience  greater 
diffiojlties  than  non-minority  households  for  three  reasons.  First,  since 
minority  residents  tend  to  live  in  the  worst  quality  housing,  it  is  likely  that 
very  little  standard  quality  houaing  is  available  in  their  neighborhoods. 
Second,  the  awareness  of  minority  households  of  available  housing  outside  of 
minority  neighborhoods  is  often  limited,  primarily  becauae  the  information 
obtained  throu^  Informal  sources  is  restricted  by  the  segregated  housing 
markets  prevalent  in  most  cities.^  And,  third,  discrimination  in  the  housing 

1.  Ihis  conclusion  is  based  on  two  findings:  (1)  the  percentage  of  oertificatse 
holders  who  did  not  receive  aasistance  was  more  than  three  times  as  great  among 
households  who  wanted  to  or  had  to  move  to  receive  aasistance  than  amoc^ 
households  who  were  sble  to  receive  the  subsidy  without  moving;  and  (2)  nearly 
all  tlie  recipients  who  moved  lived  in  substandard  housing  when  they  entered  the 
program.  It  should  not  be  overlooked,  however,  that  34Z  of  the  households 
receiving  tlie  subsidy  did  move  from  substandard  housing. 

2.  Although  comparisons  are  quite  royg^,  it  appears  that  the  range  of 
support  services  provided  by  the  New  York  City  Housing  Authority  is  oldMay 
between  the  service  levels  provided  by  agencies  described  as  ofnrii^  a  hi^ 
level  of  services  aid  the  services  provided  by  agencies  described  as  offering  a 
low  level  of  services  in  tight  housing  msrkets  in  the  sdiinistrativB  portion  of 
the  EHAP.  Similarly,  the  proportion  of  minorities  with  certificates  receiving 
the  subsidy  in  New  York  City  is  midway  between  thst  achieved  by  EHAP  agencies 
offering  xfhe  highest  level  of  services  and  the  EHAP  agencies  providing  the 
lowest  level  of  services.  Ihis  comparison  possibly  understates  the 
effectiveness  of  the  support  services  provided  by  the  New  York  City  Hsusing 
Authority  because  the  vacancy  rate  is  much  lower  in  New  York  City  than  in  the 
tight  houaing  markets  in  the  EHAP. 

3.  See  Raymond  J.  Stn^  and  Marc  Bendick,  Jr.,  editors.  Housing  Vouchars 
for  the  Poor,  op.  clt.  p. 124;  and  the  President's  Coaaission  on  HousLm.  Intartm 
Report,  op.  clt. ,  p.  39.  for  a  diacussion  of  these  issues. 
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Table  2 


Proportion  of  Non-Recipients  Among 
Existing  Section  8  Oertificate  Holders.  1979-1981 


Household  Group 

Percent  of  All 

Certificate  Holders 

Having  to  Move 

55.9X 

Proportion  of 

Certificate  Holders  that 

Are  Non-Recipients 

Sii«le  Non-Elderly 

33.5X 

Single  Elderly 

39.6 

30.0 

One  Adult  w/Children 

70.6 

A4.2 

TWO  Adults  w/Ghildren 

72.3 

49.6 

TWO  Elderly 

39.8 

18.5 

TWO  Non-Elderly 

62.6 

51.0 

Overall 


53.7% 


36.0X 


Source:    New  York  City  Pt^lic  Housing  Authority  Records 
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Table  3 


Proportion  of  Certificate  Holders  Having  tap  Mow 
and  Not  Using  Certificates,  by  Race/Etimlclty.  1979  -  1981 


Hous^iold  Group 

Percent  of  All 

Certificate  Holders 

Having  to  Move 

35. 3X 

Holders  that  Are 
Non-Recipients 

Vftiite 

22.8X 

nlack 

68.9 

46.9 

Puerto  Rlcan 

69.5 

47.6 

Other  Hispanic 

54.4 

38.5 

Oriental 

58.5 

32.9 

Other 

52.5 

0.0 

OveraU 


53.7% 


36.0X 


Source:     New  York  City  Pt^lic  Housing  Authority  Records. 
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market  further  impairs  the  ability  of  minorities  to  locate  acceptable  quality 
housing,  especially  If  they  nust  look  for  sudi  housii^g  outside  of  prinarlly 
minority  neighborhoods.' 

Maintenance  of  a  high  lev^  of  support  services  by  Local  hotising 
authorities  to  nsisslst  minority  households  overcone  these  barriers  under  either 
the  Sectlcn  8  or  housing  ^«ueher  progran  will  be  -wry  difftc^llt  if  propoeaia  to 
reduce  die  sdniniatrattve  fiee  are  implemented . 2     further  eeoncnic  or  racial 
integration  that  might  be  encouraged  by  the  Section  8  Existing  Program  or  the 
bCMsing  ^roucher  program  would  be  jeopardised  if  housing  aithorlties  were  forced 
00  spend  t&f^t  resources  helpiiTg  tnter^ted  lOinority  residents  find  hi:>uslng 
opporttntties  outstde  of  tiieir  neighborhoods. 

Many  Households  May  not  ji^e  Recelvgd  Sgief  Jtg  JXg  tc  the  Inadequate  Sv^]T>ly  of 
Housing  Meetin;^  Frogr'afflTStag'tdartrsy 

Although  households  Issued  Section  8  rent  certificates  may  not     have 
received  asslat^ce  for  a  nuwber  of  reasois,  the  av^tild^Le  evidence  suggests 
very  strongly  that  many  of  the  hous^iolds  that  did  not  receive  the  subsidy 
dropped  out  of  the  progr^  because  they  ccruld  not  find  housli^  meetin^ij  prograo 
standards.^    This  is  revealed  most  clearly  in  the  ecperience  of  households 
containing  children,   since  nearly  half  of  these  households  issued  certificates 
did  not  receive  assistance. 

Households  with  children  Issued  Section  8  Qcisting  rent  certificates  i^^pear 
to  have  had  a  strong  Incentive  to  locate  housing  meeting  the  Section  8 
standards,  since  the  majority  of  these  households  livwl  in  poor  quality  housing 
when  they  were  issued  rent  certificates^^    Furthermore,  many  of  these 

K  See  Struyk  ^  Bendlck,  op*  clt* ,  p.  L27  for  evidence  that 
discritaination  against  minorities   increases  Che  costs  and  difficulties  of 
finding  an  acceptable  dwelling. 

Z*   It  has  been  reported  that  HUD  and  0MB  were  propoaing  to  reduce  the 
adnlnlatrattve  fee  paid  to  housing  authorities  froto  8<55  of  Fair  Market  Ttent 
(FWR)  to  6X  for  each  unit  rented  u^r  the  program*     Ihe  radixittcin  will  be  raore 
than  2.51  in  actuality  alnce  the  FMRs  used  as  the  basis  for  calculating  the 
aijbinistratlve  fee  vould  also  be  rolled  back  inder  the  HUD  and  0MB  proposals 
(See  The  Congressional  Reojrd,  op.cit,), 

3,  See  U.S,     Dept-  of  Housing  aid  Urbsn  Developramt,  lCT«r  Inccme  Ttous Ing 
Assistance  Prggran  (Section  8)j^  Baticfvlde  Evaluation  of  theJEKlsting  Houstr^"^ 
Prpgr^  (1978)7  pp>  45-55.     fiir  a  discussion  of  reasons  vtiy  households  may  not 
use  their  certificates-     In  addition  to  problans  already  discussed,  households 
may  not  search  for  a  mtt  very  seriously  or  at  all  because  they  anticipate  that 
they  will  not  be  able  to  locate  a  unit  meeting  the  progran  standards  • 
Households  also  iflay  not  receive  assistance  for  a  variety  of  personal  reasons 
having  nothing  to  do  with  the  supply  of  housing.     They  nay  not  wait  to  move 
beyond  the  boij:Klarles  of  their  present  neighbothoods  and  Us  attendant  support 
networks,  they  may  not  be  able  to  mcwnt  an  effective  search,  they  may  not 
iwierstand  t±e  prograD  well  mough  to  ocpLaln  it  tt>  tiie  landlord,  or  they  may 
decide  that  the  benefits  offered  by  the  prograD  are  not  sufficiently  large  to 
offset  the  cost  md  Lnoonvesrtience  of  moving. 

4.  Fifty- five  percent  of  recipient  households  containing  two  adults  and 
childroi  lived  in  substandard  housing  ^cti  they  entered  the  program. 
Seventy- two  percent  of  all  hcwsholds  containing  two  adults  and  children  Issxied 
rent  certificates  either  had  no  or  wanted  to  move  to  receive  assistance.     Vhile 
some  of  these  tvxiseholds  may  have  lived  in  standard  units,   it  is  assined  that 
the  majority  did  not. 
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houMholds  paid  a  greater  share  of  their  izxxoe  to  live  in  poor  quality 
houair^  than  previously  was  considered  the  maxlmiin  (25X)  that  could  be  spent 
without  sacrificing  non-shelter  needs.  Msre  than  half  of  the  recipioit 
hous^iolds '  with  diildren  %dho  lived  in  substandard  housing  prior  to 
enteriiTg  the  progran  paid  more  than  27X  of  their  incooe  for  rent.  (See  the  first 
oolmn  of  Table  4) 

Because  larger  households  oust  spend  a  greater  proportion  of  their  inoGOM 
for  non-shelter  necessities/  these  households  face  a  oore  difficult  tradeoff 
than  other  households  between  living  in  a  miniflially  acceptable  dwelling  or 
maintaining  a  minimally  acceptable  level  of  consimption  of  other  necessities. 
These  large  households  thus  m^  have  been  inabLe  to  rent  standard  quality  xnits 
without  a  subsidy  because  diey  had  less  discretionary  income  to  spend  on  housing 
after  meeting  their  non-shelter  needs. 

The  large  households  \to  lived  in  substandard  housing  prior  to  entering  the 
program  and  who  did  find  units  that  met  progran  standards  appear  to  have 
benefited  substantially  from  xfhe  program.  These  families  moved  into  large 
units  that  rented  for  considerably  more  than  their  previous  inits.^  For 
escanple,  households  moving  into  three  bedroom  laiits  obtained  units  dtat,  at  the 
median,  rented  for  $U5  more  per  month  than  their  previous  dwellings.  (See  the 
fourth  colum,  Table  5)^  Even  though  these  families  did  not  reduce  their 
out-of-pocket  rent  expenses  as  much  as  households  who  remained  in-place,  the 
prospect  of  obtaining  a  better  quality  or  Less  crowded  init  by  using  their 
certificates  appeared  to  be  an  important  enough  lure  to  convince  these 
households  to  move. 

Evidence  presented  earlier  suggests  that  recipient  and  non-recipient  mover 
households  both  tended  to  occupy  substandard  housing  prior  to  applying  fere  die 

n  Recipients  are  those  hous^iolds  that  received  Section  8  ficistlng 
subsidies. 

2.  See  Michael  Stone  ''Defining  and  Measuring  Shelter  Poverty",  iiipii>li8hfid 
MS.,  (Boston:  University  of  Massachusetts,  1981),  p.9. 

3.  It  is  important  to  recognize  that  the  difference  in  gross  rent  betueen 
the  tnit  rented  ixider  the  Section  8  Program  and  the  init  vacated  is  not  a 
totally  accurate  measure  of  the  improvement  in  housing  quality.  However,  the 
nationwide  evaluation  of  the  Section  8  Existing  Program  found  that  mover 
hous^iolds  obtained  dwelling  mits  through  the  Section  8  Existing  Program  that 
rented  for  considerably  more  than  pre-program  units  and  that  were  siaiif icantly 
better  in  quality.  See  Abt  Associates,  Inc.,  Participation  and  Benefits  in  the 
Urban  Section  8  Program.  Volune  1,  (Cambridge,  Mass:  January  198ITI 

4.  Data  describing  rent  dianges  for  hous^lds  obtaining  various  size  iziits 
are  presented  for  two  reasons.  First,  the  possible  effects  of  housing  supply 
factors  on  hous^iold  participation  in  the  program  are  easier  to  see  vahen 
focusing  on  init  size.  And,  second,  households  with  children  generally  require 
the  largest  dwellings. 


36 


Digitized  by  VjOOQ IC 


1395 


1^ 

« 
00 


I 


&  1-4  O 

Su 
3C  s  P  ^ 


1^1 


SK    «K    «K    55    R8    KR 
«•"    8*    3  *    i'^    i"^    S'^* 


•tf-H      OO      o»f-i      t-»\o      r».*      r»- 


ss;  !s;s  na  nti^  ks  ks 

•   •       ••       ••       ••       ••       •• 

fOi-l        m^        ONvO        ^Oe^J        QiH        CM  i-H 


32  s§  !^3  -S  -§  «2 


ONin  e^JA  eoe^J  spro  e^J  \o  <Q 

rsico  rsi^  o5m  rsioo  c3e^J  «<n 

in3>  ^>n  ^m  e^J<F  srm  mm 

s  s  s  §    s  s 

|j^  li  h  h  h  h 


L 


JSjj    JS 


fr 

•^ 
h 


^ 


o 

I 

I 
I 


Digitized  by  VjOOQ IC 


1896 


S 


t 


2 


5 

I 


■  Vi  W 


||||S 


W 


SS  Wt 


)  j^     mo     vooi 
>  00     in  CO     9  00 


spi^     ,-1,^     eom     C400     o^ 

nOih      r4  on      ini-i     I-4VO      onc4 
^  r*  \0  ^  r* 


r  d*^  a     3     3 


HoO        CM  C^J        O  ON        fOO\        OO 
•     •  ••  ••  ••  •• 

<in      in<      oQfO      r^m      p^ 


^s;  S§  ??2  «§  SS 

1^  1^  g5  SI  ^1 

I  I  I  I  I 

«a«  vcvi  ttcvi  ttcvi  «pu 

1^  h  h  U  h 


I 

1 


O  i-l  CM  fO  <^ 


Digitized  by  VjOOQ IC 


1897 


progran.  If  we  assime  Chat  the  recipient  and  ncn-reclplent  never  houadiolda  are 
similar  In  other  ways  (and  we  have  no  reason  to  suspect  dils  Is  not  the  case), 
then  the  non-reclplent  movers  did  not  lack  for  incentives  to  use  their 
certificates.  The  pattern  of  results  -  that  large  households  are  most  likely  to 
live  in  substandard  housing  prior  to  enrolling  in  the  program,  regardless  of 
Inccme,  that  these  sane  households  are  more  likely  than  other  groups  to  be 
required  to  move  to  receive  the  8ii>sldy,  that  they  generally  obtain  inlts 
renting  for  substantially  more  than  their  previous  Inadequate  unit  when  they  do 
locate  a  rnlt,  yet  are  the  Least  likely  of  all  groups  to  secure  assistance  under 
the  program  -  suggests  that  many  of  these  large  hcxiseholds  were  not  able  to 
obtain  uilts  meeting  Section  8  standards. 

TWo  final  pieces  of  evidence  support  this  conclusion.  First,  even  anong 
certificate  holders  who  are  required  to  or  wemt  to  move  to  receive  the  subsidy, 
housdiolds  with  children  receive  the  subsidy  less  often  than  other  hous^iolds. 
And  seccnd,  the  vacancy  rate  Is  somewhat  lower  among  inlts  containing  tuo  or 
more  bedrooms  (2.04Z)  than  anong  inlts  with  Less  than  two  bedrooms  (2.34Z). 

In  sumary,  many  households  hove  experienced  difficulties  obtaining  rental 
assistance  under  the  Section  8  Existing  Program  in  New  York  Clty*s  tight  housing 
market.  Some  types  of  households  -  especially  minorities  and  households  with 
children  -  have  substantially  Less  success  than  others  using  their  certificates 
to  obtain  better  housing.  Although  the  evidence  is  not  conclusive,  it  suggests 
that  many  households  may  have  not  participated  in  xfhe  prograoi  because  of  the 
scarcity  of  adequate  housing  meeting  program  standards.  Ihese  hous^iolds  would 
face  similar,  if  not  worse  problans,  finding  acceptable  housing  ixider  a  voudier 
program  without  some  effort  to  e3q>and  the  supply  of  stiandard  housing  for 
lower  income  hous^iolds. 

III.  REOOMIPiDATIOWS  REGARDING  CHANGES  IN  HOUSING  SUBSIPy  PROGRAMS 

1.  A  housing  voucher  program  for  lower  income  households  is  endorsed  only 
if  there  are  su^icient  production  programs  to  ensure  that  standard 
housing  is  available  and  maintained  for  "housing  poor**  households. 

a.  those  housing  production  programs  which  provide  standard  housing  at 
the  lowest  cost  primarily  to  the  "housing  poor**  should  be 
emphasized.  Production  programs  that  are  shoun  to  benefit 
''housing  poor^  households  should  be  funded. 

b.  Housing  production  programs  should  be  targeted  to  areas  with  a 
demonstrated  shortage  of  standard  housing  for  "housing  poor" 
households.  Bcamples  of  indicators  signifTing  a  ne^  £or  the 
production  programs  axe  a  low  rental  vacancy  rate  and  a  short  vacancy 
duration  or  the  aistence  of  a  large  supply  of  substandard 
housing. 

c.  Vtiere  adequate  programs  to  increase  the  supply  of  standard 
housing  for  "housing  poor**  households  in  differing  circunstances 
do  not  exist,  they  rtiould  be  created.  Qcamples  of  such  programs 
are:  direct  production  subsidies,  deferred-second  mortgage  home 
purchase,  improved  operating  subsidies  for  public  housing,  revised  tax 
provisions  to  encourage  ma^tenance  of  present  rental  housing  stock, 
conversion  of  homeoNner  deductions  to  credit,  siteidies  for  mutual 
housing  associations  or  limited  equity  cooperative,  and 
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additional  subsidies  for  Louer  izxsooe  horoe-ounership. 

2.  In  addition  to  necessary  federal  involvement,  proposals  to  encourage 
private  foundations,  labor  unions,  corporations  and  relislous 
institutions  to  provide  housing  and  to  enhance  the  use  of  pension 
finds  for  housing  investment  are  endorsed.  However,  these  proposals 
cannot  be  expected  to  have  any  significant  effect  on  the  producticn  of 
housing  units  for  Louer  inoGoe  people. 

3.  Preservation  of  the  existing  stodc  of  publicly  assisted  housing  iwat  be 
a  priority. 
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Chapter  5 

THE  EFFECT  OF  CHANSES  IN  THE  PAUdT  STANIW^BD  USED  TO 
CALCULATE  HOUSEHOLD  SUBSIDIES 

I.  BACKGROUND 

Currmt  Procedures  Used  to  Calculate  Houflehold  Subaldlea 

Uhder  the  Section  8  £xlatli«  Houaing  Prqgrao,  a  hous^iold  la  permitted 
to  live  In  A  st^EodATd  quality  xnit  of  its  choosing  ^  loPS  »  the  init  rent 
does  not  occeed  a  maxlmm  rent,  called  a  Fair  Market  Rent  (FMl),  vhich  varies 
by  tnit  s±zg.     T^e  household  cannot  participate  in  the  program  if  it  occupies 
A  irtlt  whose  rmt  scceeda  the  F>R  for  a  uiic  of  that  size.     The  sdiedule  of 
rents  i^as  originally  set  by  HUD  for  each  S^BA  In  the  ccnjitry  so  that  the 
rents  of  half  of  the  recently  vacated  imlts  in  the  S^6A  meeCiriR  tt^  program 
quality  standards  ^rould  fall  bekw  the  fW  schedule*     LdcaI  housing 
authorities  (PHAa)  were  given  the  ajthortty  to  approve  rents  within  llDl  of 
the  Ml  for  a  maximuD  of  205  of  the  householcis  receiving  Section  S 
assistance.     In  addition,  the  PHAs  oouLd  petition  KUD  for  permlssi^^n  to  rent 
a  greater  percentage  of  units  within  llOX  of  the  fMR  or  could  seek  upward 
revisions  in  the  entire  schedule.     The  schedule  of  n«s  for  each  31SA  has 
been  revised  a  nunber  of  times  since  the  program's  inception  in  1975. 

In  contrast,  hous^iolds  in  the  field  trials  of  the  housing  allouance 
experiment  (EHAP)  were  permitted  to  rent  inits  in  excess  of  the  FtfU     In  that 
situation,  housrfiolds*  rent  contributions  were  determined  by  calculating  the 
difference  between  the  FMR  and  25Z  of  the  households'  adjusted  income,  with 
the  households  paying  the  entire  portion  of  the  rent  in  access  of  the  FTfl. 

The  effect  of  the  FMRs  on  restraining  or  Increasing  program  costs  has 
been  debated  since  the  start  of  the  progranip^    The  disagreement  has 
centered  on  four  questions.     Does  the  FKR  restrict  households'   choices  to  a 
limited  range  of  neighborhood  and  housing  types?    Second,  does  the  rent 
ceiling  embodied  in  the  FHH  schedule  aicourage  landlords  to  raise  their  rents 
to  the  TDsidmLiD  allowable  rent?    Third,   are  the  FHls  set  at  a  level  ^ich  is 
higher  than  the  rent  required  to  obtain  a  uilt  j\ist  meeting  the  Section  8 
quality  standards?     And  fourth    have  the  increases  in  the  FMU  since 
1975  exceeded  the  rate  of  increase  in  market  rents  during  the  same  period? 


Evidence  addressing  the  last  three  questions  is  available  at  the 
national  level-     A  comparison  of    the  rent  Increases  of  households 
participating  In  the  Section  8  Qiisting  Prograo  and  the  Experimental  Hwistng 
AlIowHnce  Progr^n  suggests  that  landlords  were  encouraged  by  the  Fair  Market 
Rents  to  lalse  their  r^ita.     Hous^Tolds  using  the  Section  8  certificates  to 
lower  their  renc/lnccne  ratio  In  their  already  standard  uttics  experienced  a 
261  rent  increase  in  the  Section  8  program,  conpared  to  a  «  increase  In  t±ie 
supply  experijiient  ccmponent  of  ^lAF^     n>ver:s  experioiced  a  5tl  increase  in 

~       1.   FOT~a;i  exceilCTit  discuss  ixn  o£  the  Issues  imrolved,   see  Jill  Xhaddurl 
and  Raymortd  J.   Stmyk,   "Ijoproving  Section  8  Rental  Assistance'*,     Evaluation 
tevley,  Vol-     5,  1981;   Edgar  0,  Olsai  and  Dsrtd  U,   Ha^nussen  "Sect'ion  8  ] 

EScIsting:  A  Prograa  Evaluation",     Dept.  of  Housing  and  Urban  Development. 
Occasional  Papers  In  Housine  €nA  COgamlty  Affairs,  Vbline  6,  1980. 
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rents  In  the  Section  8  Program  and  a  slightly  lower  34Z  to  45Z  increase  in 
EHAP.^  According  to  the  study  conducted  by  Olsen  and  Rasmussen,  Fair 
Market  Rents  are  set  someMhat  higher  than  the  average  rent  of  units  just 
meeting  Section  8  standards  and  have  increased  at  a  greater  rate  than  the 
market  rents  in  most  SMSAs.^ 

Proposed  Changes  in  Procedures  Used  to  Calculate  Household  Subsidies 

The  President's  Commission  has  recoonended  that  an  approach  similar  to 
that  lised  in  the  EHAP  be  adopted.  A  household  would  be  &ee  to  occupy  a  unit 
renting  for  more  than  the  standard  used  to  calculate  t±e  tenant  contribution, 
with  the  tenant  required  to  pay  die  difference  between  the  rent  and  the 
standard.-^  In  other  \x>rds,  the  voucher  recipient  would  pay  more  than  30Z 
of  his/her  incotne  for  housing  if  the  unit  rent  exceeded  the  pa3mient  standard. 
Conversely,  if  a  standard  init  renting  for  less  than  the  pa^^nent  standard 
were  found,  the  recipient  could  podcet  the  difference. 

In  December  1981,  the  Departinent  of  Housing  and  Urban  Developoient  and 
the  Office  of  Management  and  Budget  were  reported  to  have  proposed  dianges  in 
the  way  the  payment  standard  is  calculated.  HiJD  proposed  one  major  diange  - 
using  as  the  payment  standard  the  40th  percentile  rent,  instead  of  the  median 
rent.  The  base  upon  i^hich  the  standard  is  computed  -  all  recently  vacated 
units  in  the  SMSA  meeting  the  quality  standards  -  was  not  changed.^  The 
OtC  proposed  three  major  changes;  (1)  using  the  40th  percentile;  (2) 
excluding  newly  built  units  &om  the  calculation;  and  (3)  includlx^  in  the 
calculation  all  existing  units  meeting  the  standard,  not  just  those  recently 
vacated.^ 

Implementation  of  the  HUD  proposal  obviously  would  result  in  a  lower 
payment  standard.  Adoption  of  the  CMB  proposal  would  produce  an  even  lower 
pa>ment  standard  for  two  reasons.  First,  dropping  new  inits  excludes  hl^ier 
rent  uiits  fron  xfhe  calculation,  since  the  rents  of  new  uiits  generally 
exceed  those  of  existing  inits.  Second,  including  all  existing  units,  not 
just  recently  vacated  ones,  adds  to  the  calculation  many  units  where  the 

1.  Khaddurl  and  Struck.  1981,  p.197. 

2.  See  Olsen  and  Raamussen,  op.cit. 

3.  The  phrase  payment  standard  is  used  to  refer  to  the  standard  to  be 
employed  in  hotti  the  Section  8  Existing  Progran  and  the  housing  voucher 
progran  to  calculate  households'  rent  contributions.  The  changes  referred 
to  in  this  section  reflect  HUD  and  CMB  proposals  made  public  as  of  Deccnber 
21,  1981. 

4.  The  40th  percentile  represents  the  rent  at  which  40X  of  the  stsidard 
quality  units  could  be  rented.  The  median  represents  the  level  at  which  SOX 
of  the  standard  quality  inits  could  be  rented.  Dropping  the  cutoff  froo  the 
median  to  the  40th  percentile  means  that  20%  of  the  units  that  previously 
were  accessible  to  Section  8  recipients  will  no  longer  be  availid>le  uiless 
renters  are  willing  to  spend  more  of  their  income  for  rent  than  Is  required 
by  tiie  prograD. 

5.  The  description  of  these  proposals  in  the  Congressional  Record 
indicates  that  the  changes  were  Intended  to  take  effect  in  Fiscal  Year  1983. 
In  addition,  WD  was  also  reported  to  have  proposed,  with  0MB  approval, 
reducing  the  Fair  Market  Rents  for  Fiscal  Year  1982.  The  details  of  the 
proposed  FY  1982  reductions  were  not  specified.  (See  The  Congre— ional 
Record,  December  7,  1981,  op.cit.) 
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rents  charged  long-term  occupants  are  lower  than  the  rents  that  would  be  charged 
to  new  tenants  If  the  inits  are  vacated.^ 

If  length-of-teimre  dtscounta  are  camion  in  an  area,  rents  of  inlts 
that  have  not  recently  experienced  a  change  in  occupancy  will  be  lower  tiian  the 
rents  that  would  be  charged  households  using  their  certificates  to  move  to  new 
inits<    As  a  result,  the  rents  of  these  trits  will  i^yierestiiaate  tiie  rents 
that  voucher  recipients  w:iuld  have  to  pay  If  they  moved. 

The  oialysls  presented  in  this  chapter  was  catrpUted  before  the  HUD  and  0MB 
proposals  were  released.     In  addition    we  do  not  have  the  data  r^aeded  to 
eatiiaate  the  paypaent  standards  that  would  be  produced  for  New  York  City  if  the 
preliiflLnary  HUD  and  0MB  proposals  are  Implenented.     Instead,   this  chapter 
estl;nates  the  effect  on  rhe  current  Section  a  recipients  of  adopting  a  psyfueat 
standard  that  Is  10%  lower  than  current  Fair  Market  Rents ^     The  proportion 
of  recipients  rjho  would  have  to  pay  a  greater  fraction  of  their  incone  for  rent 
wider  suf±i  a  standard  Ls  identified*     Estimates  also  are  made  of  the  proportion 
of  their  inoGoe  that  prcgr^ci  recipients  ixxild  have  to  pay  for  rent  in  their 
Section  8  uiit  if  the  housing  voucher  payment  standard  is  lOZ  below  that  of  the 
Fair  Market  Rent  for  their  imit. 

Some  perspective  «juld  be  helpful  in  tfiwtluating  the  findings  presented 
below.     The  key  question,  obviously,   is  how  does  the  LOX  reductioi>  In  the  F^ffla 
used  In  this  maiyais  compare  to  the  reductions  in  the  payinent  standard  likely 
to  result  froD  the  HUD  and  Oft  proposals*     Although  the  coraparlsoc  is  rough,   it 
appears  that  the  HUD  and  0^[B  proposals  would  reduce  the  payment  statjdard  by  more 
than  10%,     A  reduction  of  L55t  to    2nS  Beans  a  reasonable  guess, ^    ^  ^  result, 
Che  findir^s       presented  below  can  be  Interpreted  as  reasonable,    if  not  scmeuhat 
conservative,   estijBates  of  the  Impacts  likely  to  result  from  the  reported 
Administration  proposals  to  reduce  the  paymoit  standard  used  to  calculate 
prograu  recipients'  rent  contributions. 

1<  The  difference  between  the  rent  charged  a  long- tern  tenant  and  the  rent 

that  a  new  occupant  would  pay  is  often  referred  to  as  a  "length-of- tenure" 

discouit. 

2.  this  estimate  was  arrived  at  in  the  following  manner,    the  FT«  for  a  two 
bedroom  «ilt  In  New  York  City  in  1981  is  $^J}7/Tiwnth,   including  utilities  >    A  lOX 
reduction  brings  the  ¥i^  down  to  $366 /months     Median  and  40th  percentile  rents 
were  estimated  for  2  bechnoom  units  fran  the  1981  Housing  and  Vacancy  Survey 
conducted  in  New  York  City.     All  rental  ifiits  except  old- Law  tenanmts  and  rent 
controlled  apartments  were  included  in  the  calculations.     Old-iaua  were 
excluded  because  they  do  not  meet  current  quality  standards;   rent -controlled 
Tt^its  were  excluded  because  a  unit  is  decontrolled  whai  it  is  vacated  and  the 
current  rents  are  very  inrealistic  estimates  of  the  rent  levels  facing  program 
rectplettta  when  they  look  for  a  mit. 

The  median  and  40th  percentile  groaa  rents  per  room  were  multiplied  by  4.5 
rooms  (the  nuiijer  of  zoning  roans  in  a  2  bedroom  \nit)  to  obtain  the  estimated 
median  <S 380 /month)  and  the  40th  percentile  rents (S340/month)  for  Z  bedrocn 
uiits.     these  estimates  probably  are  Icwer  than  those  Chat  wAild  be  obtained 
using  the  proposed  HUD  procedure  because  approximately  15-20X  of  the  uilts 
included  in  tt«  caXculatton  wxild  not  pass  the  quality  standards  and  because 
txiita  are  Included  that  have  not  been  recently  vacated.    Ob  the  other  hand, 
these  estimates  probably  are  soneuhat  higher  than  those  tiiat  would  be  produced 
using  the  Clfi  procedure. 
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II.  FINDINGS 

Many  o£  Che  households  (20Z)  that  have  received  assistance  under  the 
Section  8  program  obtained  inlts  \h03e  gross  rents  uKier  the  Initial  lease 
exceeded  Fair  Market  Rents  £6r  those  size  inlts  (See  Table  6).'  Another 
10  percent  of  the  recipients  occupied  iziits  with  rents  equal  to  the  FW. 
Approxinately  43%  of  the  recipients  occupied  units  with  gross  rents  less  than 
90Z  of  the  Fair  Market  Rent. 

Dropping  die  payment  standard  lOZ  below  Fair' Market  Rents  would  force  a 
substantial  minber  of  Section  8  recipients  to  pay  more  of  t±elr  Inccoe  for 
rent,  if  such  a  change  were  applied  to  current  program  participants.  The  BOX 
of  the  recipients  living  in  units  already  renting  at  or  above  die  Fair  Market 
Rent  clearly  would  have  to  pay  more  than  30%  of  their  inccme  for  rent.  In 
addition,  seme  of  t±e  recipients  whose  unit  rents  are  within  10%  of  the  Fair 
Market  Rent  would  be  affected  by  this  diange.  A  reduction  In  tfhe  pa^^nent 
standard  would  fall  rather  hard  on  these  households,  since  xfheir  rent 
contribution  is  already  being  Increased  from  25%  to  30%  of  their  inccne.^ 

Estimates  of  the  median  rent- to- Income  ratio  likely  to  be  paid  by 
households  receiving  Section  8  assistance  if  the  payment  standard  is  lowered 
10%  are  presented  in  Table  7.  The  impact  on  all  household  groups  is  quite 
dramatic.  For  escanple,  half  of  the  \«ry  low- income  single  elderly  hous^iolds 
would  have  to  pay  more  than  34%  of  their  Income  for  rent;  one-fourth  of  these 
same  households  would  have  to  pay  more  than  39%  of  their  incane  for  rent.^ 
The  impact  would  be  equally  aa   severe  for  very  low- Income  hous^iolds 
containing  one  adult  aid  children. 

The  data  presented  In  Tables  6  and  7  docunent  quite  clearly  that,  at 
least  in  New  York  City,  a  10%  reduction  in  the  payment  standard  would 
escacerbate  the  very  problem  -  housing  affordability  -  that  housing  vouchers 
are  designed  to  alleviate.  If  the  roll-bade  in  FMR  levels  proposed  for 
Fiscal  Year  1982  is  not  applied  to  current  recipients,  the  changes  obviously 
would  affect  only  households  coming  into  the  program  after  the  start  of  the 
1982  Fiscal  Year. 

The  impact  on  fixture  program  participants  depends  upon  how  closely  the 
current  Fair  Market  Rents  reflect  the  rents  actually  charged  for  duellings 
meeting  the  program  quality  standards,  ^ain,  precise  estimates  are  not 
possible  because  of  data  limitations.  The  rough  comparisons  that  are 
possible  suggest  that  the  FMR  for  a  tMO  bedrocm  mlt  ($407)  is  similar  to 
the  median  gross  rent  ($380)  for  a  similar  size  mlt  calculated  from  the  1981 

1 .  The  gross  rent  and  Fair  Market  Rent  maintained  in  the  New  {5tK 
Housii^  Authority's  files  for  each  hous^iold  receiving  assistance  in  die 
Section  8  Program  are  the  gross  rent  for  the  unit  agreed  upon  in  the  initial 
lease  and  the  Housii^  Assistance  Payment  Contract  and  the  Fair  Market  Rent 
for  the  size  tnit  listed  on  the  Section  8  certificate.  The  analysis  assuaes 
that  the  Fair  Market  Rents  for  various  size  units  have  not  increased  faster 
than  the  gross  rents  of  the  units.  This  does  not  appear  to  be  an 
unreasonable  assimptlon. 

2.  The  proportion  of  recipients'  Income  paid  for  rent  is  currently  being 
increased  1%  per  year  mtil  it  reaches  30%.  IMer  the  GMB  proposals,  the 
increase  to  30%  would  occur  In  3  years  Instead  of  5. 

3.  The  75th  percentile  indicates  that  25%  of  this  group  ixxild  have 
rent- to- Income  ratios  greater  than  the  value  for  the  75th  percentile. 
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Table  6 


Percent  of  Recipient  HousAolda 
by  the  Ratio  of  Contract  Rent  in  Section  8 
Uhit  to  Fair  Market  Rait 


Ratio  of  Contract  Rent 
to  Fair  Market  Rent Total 

.001  -  .399  0.0% 

.4  -  .699  7.7 

.70  -  .799  1A.3 

.80  -  .899  20.4 

.90  -  1.0  37.2 

1.01  -  1.0499  4.2 

1.05  -  1.099  13.3 

1.10  and  over  2.9 

Total  100.0% 


Source:  New  York  City  Public  Housing  Authority  Recorda 
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Table  7 

Estimated  Rent/Incane  Ratio  of  Householda  Receiving  Section  8 
Aasistance  if  Pgyinent  Standard  is  Set  at  90%  of 
Cigrent  Fair  Market  Rent  Schedule, 
by  Hous^iold  Type  and  Income  Level. ^ 

Low-Incooe 


Household  Type 

Very  Low- Income 

Rent/Incane 
Median  Rent/    Ratio  at  75 
Income  Ratio   Percentile 

Single  Non-elderly 

.355 

.422 

Single  Elderly 

.346 

.390 

One  Adult  w/children 

.343 

.393 

TWO  Adults  w/children 

.346 

.382 

TWO  Elderly 

.333 

.374 

TWO  Non-elderly 

.334 

.375 

Rent/ Income 
Median  Rent/  Ratio  at  75 
Income  Ratio  Percentile 


.343 
.345 
.345 
.340 
.356 
.345 


.387 
.385 
.372 
.360 
.394 
.386 


^  Calculations  are  based  on  the  assunption  that  households  would  be  required 
to  pay  30X  of  their  income  for  rent  in  the  absence  of  a  reduction  in  the 
payment  standard. 


Source:  New  York  City  Public  Housing  Authority  Records 
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Nev  YorV,HDU8lng  and  Vacancy  Suzvey  according  tD  the  procedure  described 
earlier.'  These  tuo  rents  vould  be  aore  siailar  if  the  aedian  renc 
obtained  front  the  Housing  and  Vacancy  Survey  were  calculated  in  the  sane 
manner  as  the  Fair  Market  Rent.^  Even  if  the  $380  figure  is  the  nost 
accurate  estiaate  of  the  aedian  cost  of  alniaally  acceptable  housing, 
reducing  the  pajiaent  standard  to  the  40th  percentile  rent  ($340/aonth) 
undoubtedly  still  would  aake  it  aore  difficult  for  hous^iolds  iss\»l 
certificates  or  vouchers  tD  locate  standard  quality  housing  renting  below  the 
payment  standard  in  New  York  City's  ti^t  housing  aarket.  Of  course,  th^ 
would  be  free  to  secure  a  init  whose  rent  acceeds  the  payment  standard,  not 
so  auch  out  of  choice  but  for  lack  of  less  costly  alternatives.  In  such  a 
situation,  the  voucher  again  would  have  failed  to  achieve  its  major  purpose 
-  alleviating  the  rent  burdens  faced  by  many  louer  inccoie  households. 

The  ability  of  i^iture  participants  to  locate  standard  housing  within  the 
payment  standard  may  be  further  haopered  if  the  reported  decision  by  HUD  to 
limit  &iture  increases  in  the  FMR  to  5X  a  year  is  implemented.  If  ^iture 
rent  increases  reseoble  those  of  the  past  three  years,  this  permitted  rate  of 
increase  would  not  even  keep  pace  with  the  increase  in  rent  levels  in  New 
York  City.  Median  gross  rents  for  all  renter  occupied  units  increased  by 
approximately  26Z  since  1978,  an  annual  rate  of  increase  of  8.7X.  If  this 
trend  continues,  the  cost  of  standard  quality  housing  will  steadily  rise 
beyond  the  ability  of  program  participants  to  afford  it. 

The  proposed  reduction  in  the  payment  standard  may  have  another 
negative  impact  on  hous^iolds  receiving  a  \roucher  or  rent  certificate.  A 
lower  payment  standard  will  restrict  the  housing  choices  that  potential 
recipients  can  afford,  even  with  a  subsidy,  and  probably  will  reduce  the 
mniber  and  variety  of  neighborhoods  in  ^ich  these  choices  are  located.^ 
The  opportunity  for  racial  or  economic  integration  created  by  the  Section  8 
Existing  Program,  even  if  little  ised  in  the  past,  will  be  threatened  by  die 
reduction  in  the  payment  standard. 

III.  REOnmENrv^TIGNS  RBGARDINS  CHANSES  IN  BftnCNT  SD^NDARDS 

1.  The  payment  standard  used  to  calculate  rent  subsidies  must  be 
adequate  to  allow  eligible  households  to  occupy  decent  housing  of 
an  appropriate  size  in  the  market  area  without  paying  excessive 
proportions  of  income  for  housing  costs,  including  utilities. 

a.  The  median  rent  of  all  recently  occupied  dwelling  units, 
including  newly  constructed  inlts,  should  be  retained  as  the 
payment  standard. 

b.  Any  proposal  to  reduce  the  payment  standard  should  be  opposed 
because  it  will  increase  the  difficulty  of  finding  suitable 
available  housing  at  reasonable  costs. 

1.  See  footnote  2,  page  43  J 

2.  Ihat  is,  by  excluding  inits  that  would  not  meet  the  quality 
standards  and  units  that  were  not  recently  vacated. 

3.  Itiether  or  not  a  reduction  in  the  payment  standard  redijces  the  range 
of  neighborhoods  in  vdhldi  recipients  can  afford  to  rent  units  depends  upon 
the  spatial  distribution  of  rents  in  each  locality. 
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c.  Changes  in  the  payiaent  standard  should  keep  pace  with  changes 
in  the  cost  of  obtaining  standard  housing  in  each  locality. 

d.  The  aDount  of  funds  budgeted  per  \roix:her  should  be  adequate  tx> 
ensure  that  households  are  not  forced  into  paying  excessi>^e 
proportions  of  their  income  for  housing  costs  in  order  to  find 
standard  housing. 

2.  Households  should  not  be  required  to  pay  more  than  25%  of  their 
income  for  housing  costs,  including  utilities. 

a.  Non-cash  contributions  such  as  food  stanps  should  not  be 
included  as  income  for  purposes  of  computing  progran  recipients* 
rent  contributions. 

b.  Income  allowances  for  minors  and  deductions  for  higher  than 
normal  medical  expenses  or  other  izusiud  expenses  should  be 
retained. 

3.  If  housdiolds  obtain  units  renting  for  less  than  the  pa^^ment 
standard,  they  should  be  allowed  to  keep  the  difference  betuen  the 
payment  standard  and  the  actual  rent  of  the  init  as  an  incentive  to 
keep  housing  costs  down. 

4.  Households  should  be  allowed  to  obtain  units  costing  more  than  the 
payment  standard  if  they  are  willing  to  pay  the  excess  costs 
themselves. 

a.  However,  this  approach  is  viable  only  if  x3he  pa^nent  standard  is 
reasonable  and  there  is  an  adequate  supply  of  standard  housing 
available  in  the  market  area. 

b.  Any  attempt  to  use  this  provision  to  compensate  for  an 
treasonably  low  poj^nent  standard  must  be  rejected. 
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Chapter  6 

THE  EFFECT  OF  QUALITY  STANDARDS  ON  H0USQ1CXJS  AND  NEIGHBORHOODS 

I.  BACKGROUND 

Previous  sections  of  this  report  have  examined  the  potential  impact  of 
program  changes  on  the  "housing  poor'*.  Data  were  collected  and  analyzed  to 
determine  the  effects  on  the  potential  benefit  population  of  changes  in 
eligibility  criteria  and  elimination  of  housing  production  programs,  among 
others.  In  this  chapter,  the  focus  turrs  to  the  potential  impact  of  the 
quality  standards  used  in  the  program  on  the  choices  of  potential  recipients 
and  on  neighborhood  viability  and  to  the  role  of  neighborhood  groups  in  the 
voucher  program. 

The  data  relied  upon  in  this  chapter  come  from  Interviews  with 
representatives  of  neighborhood  organizations  in  New  York  City  who  work  with 
the  housing  poor.  They  have  observed  the  impact  on  neighborhood  residents  of 
the  Section  8  Existing  Housing  Progran,  one  of  the  programs  Oiich  has  served 
the  housing  needs  of  the  poor  in  New  York  City. 

One  of  the  most  popular  aspects  of  a  housing  voucher  program,  and  of  the 
Section  8  Existing  Housing  Program,  is  the  flexibility  offered  to  recipient 
housdiolds.  Households  with  a  rent  certificate  or  a  housing  voucher 
generally  have  the  choice  to  stay  \dhere  they  are  or  move  to  a  different, 
better,  or  larger  unit.  Also,  if  they  wEuit  to  move  to  a  different 
neighborhood,  dieoretically  they  can  exercise  that  choice. 

Neighborhood  groups  in  New  York  City,  however,  feel  that  the  freedcm  of 
choice  provided  by  the  Section  8  Existing  Program  and  a  housing  >ro\x:her 
program  is  Illusory  for  many  lower  Inccme  households.  Rather,  they  feel  that 
these  programs  may  contnribute  to  the  displacement  of  households  from 
neighborhoods.  As  we  observed  in  Chaptier  4,  housdnlds  often  are  required  to 
move  in  order  to  benefit  from  the  Section  8  Existing  Program.  This 
usually  occurs  because  their  dwelling  units  fail  to  meet  progran  standards 
and  landlords  are  xnwilling  or  inable  to  make  the  necessary  repairs.  This 
also  would  occur  inder  a  housing  voucher  program  if  similar  housing  quality 
standards  are  adopted. 

This  situation  poses  a  difficult  dilemma  for  potential  beneficiaries  and 
creates  problems  for  households  and  groups  In  lower  income  neighborhoods  that 
are  trying  to  upgrade  the  quality  of  neighborhood  housing.  If  most  of  the 
available  housing  In  these  neighborhoods  is  of  poor  quality,  certificate 
holders  or  voucher  recipients  must  dioose  between  remaining  in  dieir 
neighborhood  or  receiving  the  rent  subsidy. 

The  problem  created  for  some  neighborhoods  by  die  imposition  of 
standards  resembling  those  of  the  Section  8  Program  is  that  the  Inability  of 
neighborhood  residents  to  use  their  rent  certificates  or  housing  voudiers  in 
the  neighborhood  perpetuates  the  Inability  of  neighborhood  renters  to  pc^  the 
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higher  rents  necessary  to  maintain  neighborhood  properties  J  Thus  the 
applicaticn  of  strict  qiiality  standards  may  restrict  the  housing  choices  of 
potential  recipients.  And,  by  eliminating  much  of  die  housing  in  certain 
neighborhoods  fron  consideration,  it  may  haoper  the  ability  of  residents  or 
groups  in  these  neighborhoods  to  improve  the  quality  of  neighborhood  housing* 

Very  feu  persons  are  likely  to  disagree  with  the  policy  of  requiring 
that  households  live  in  standard  quality  inits  in  order  to  receive  die  rent 
subsidy.  The  issues  around  uhidi  people  may  disagree,  thousl^,  are  the 
definition  of  viiat  constitutes  acceptable  or  standard  quality  housing  and  the 
range  of  flexibility  permitted  in  enforcing  this  definition.^  These  are 
important  questions,  since  the  results  of  the  EHAP  demonstration  indicate 
that  the  strictness  of  the  standards  affects  the  participation  of  households 
in  the  program.  The  proportion  of  households  that  eventually  receives  the 
subsidy  decreases  as  stricter  standards  are  adopted.  Rjrthermore,  those 
households  that  tend  to  live  in  poor  quality  housing  -  minorities  and  large 
households  -  are  most  adversely  affected  by  adoption  of  strict  standards.^ 

Under  the  current  Section  8  Existing  Program,  the  Departzient  of  Housing 
and  Urban  Development  has  mcified  a  set  of  Performance  Requirenents  and 
Acceptability  Criteria  to  \4hich  units  occupied  by  Section  8  recipients  must 
conform.^  Although  these  Performance  Requirements  and  Acceptability 
Criteria  are  quite  detailed,  a  certain  amount  of  flexibility  in 
interpretation  is  permitted.  Localities  can  request  HUD  approval  to  tailor 
the  standards  to  meet  unique  local  drcunstances.  In  addition,  SGoe  of  the 
Performance  Requirenents  and  Acceptability  Criteria  allow  considerable  rocn 
for  judgement  in  deciding  whether  or  not  a  specific  property  meets  the 
standards.  For  example,  the  Acceptability  Criteria  yjsed   to  evaliate  the 
adequacy  of  die  neighborhood  in  v^ch  a  Section  8  recipient  wonts  to  rent  a 
unit  are:  ' 

The  site  and  neighborhood  shall  not  be  subject  to  serious  adverse 
envirociDental  conditions,  natural  or  mamade,  such  as  dangerous 
walks,  steps,  instability,  flooding,  poor  drainage,  septic  tank 
back-\2ps,  sewBge  hazards  or  mudslides;  abnormal  air  polltjtion; 
smoke  or  dust;  excessive  noise,  vibration  or  >«hlcular  traffic; 
excessive  acoumulatlons  of  trash;  vermin  or  rodent  infestation;  or 
fire  hazards  (24  CFR  882.109  (K)(2))-, 

1.  Findings  presented  in  the  evaluations  of  the  Section  8  Qclstii^ 
Program  and  the  EHAP  demonstrations  indicate  that  Section  8  Existing 
subsidies  and  housing  allouances  do  not  stimulate  major  rehabilitation  of 
substandard  units.  Sli^t  upgrading  of  units  was  observed  if  the  cost  of  the 
repairs  was  minor.  The  major  effect  of  the  prograns  was  to  prevent  future 
deterioration  by  enabling  tenants  to  pay  rents  that  supported  maintenance  of 
the  units.  Section  8  si£sidies  and  housing  vouchers  mc^  fiEicllltate  major 
upgrading  of  buildings  if  they  are  combined  with  r^iabilitatlGn  financing 
provided  by  the  CDBG  program. 

2.  It  must  be  noted  that  the  representatives  of  neighborhood  groups 
interviewed  and  die  officials  adninistering  the  Section  8  Existing  ProgroB  in 
New  York  City  differ  in  their  views  regarding  the  stringency  of  the  standards 
that  should  be  adopted  and  the  flexibility  with  %iiich  they  are  adBlnistered. 

3.  See  Raymond  J.  Struyk  and  Marc  Boidlck,  Jr.,  editors.  Housing 
Vouchgrs  for  d>e  Poor,  op.  cit.  Chapter  8,  and  Departioent  of  Housing  and 
Urban  Development,  Experimental  Housing  Allowance  Prograa ,  Conclusions.  The 
1980  Report,  op.  cit,  p  9. 

4.  See  24  CFR  882.109. 
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While  the  criteria  against  vdhlch  neighborhoods  are  to  be  evaluated  are 
Identified,  decisions  regarding  v^hat  Is  considered  "serious",  "adverse", 
"excessive",  "abnormal"  etc.  are  left  to  local  officials.  F\jrtherroore,  local 
officials  can  request  HUD  approval  to  diange  specific  Performance 
Requirements  or  Acceptability  Criteria  If  they  believe  the  standards  create 
hardships  for  the  locality. 

The  President's  Oomnlsslon  on  Housing  has  recoonended  that  housing 
voucher  recipients  be  required  to  occupy  standard  housing.  Although  they  did 
not  specify  the  content  of  the  standards,  tiiey  suggested  a  nuober  of  fEictors 
which  should  be  considered  in  adopting  the  standards.*^  (1)   they  must  insure 
the  health  and  safety  of  the  recipients;  (2)  they  should  not  be  set  so  low 
that  recipients  do  not  obtain  decent  housing;  (3)  they  should  not  be  set  so 
high  that  meeting  the  standards  requires  an  excessively  high  subsidy;  (4) 
because  of  varied  housing  market  conditions  in  localities  throughout  the 
U.S.,  local  standards,  subject  to  basic  national  criteria,  are  preferable  to 
federal  standards  if  they  meet  the  first  three  conditions;  and  (5)  local 
standards  should  not  inhibit  access  to  any  area  in  a  locality. 

While  recognizing  the  importance  of  requiring  voucher  recipients  to 
occupy  standard  units,  these  recGmnendatlons  seem  to  permit  a  substantial 
arooLnt  of  local  flexibility  in  selecting  quality  standards.^  However,  the 
reported  AcfcDlnlstnration  proposal  to  reduce  the  adnlnlstratlve  fees  paid  to 
local  agencies  may  have  an  adverse  effect  on  the  maintenance  of  whatever 
standards  are  adopted.  Officials  in  the  New  York  City  Housing  Authority 
believe  that  the  annual  inspections  made  to  inlts  occupied  by  Section  8 
recipients  ensure  that  the  units  are  maintained  properly.  The  reduced  finding 
for  administrative  functions  may  threaten  x3he  ability  of  local  agencies  to 
perform  annual  inspections. 

The  remaining  three  sections  of  this  chapter  discuss  the  neighborhood 
groups'  perceptions  of  sane  of  the  problems  that  result  frcm  adnlnlstratlon 
of  the  current  Section  8  standards  and  that  are  likely  to  exist  inder  a 
housing  voucher  program  isiless  more  flexible  standards  are  used;  propose  scoie 
ways  In  viiich  adoption  of  flexible  standards  might  better  suit  the  needs  of 
lower  income  households  and  neighborhoods;  and  suggest  that  the  viability  of 
lower  income  neighborhoods  could  be  enhanced  by  providing  roles  fior 
neighborhood  organizations  in  the  voucher  program. 

II.  FTNDINSS 

The  Adnlnlstratlon  of  Current  Housing  Quality  Standards  May  Overlook 
Important  Opportunities  for  Obtalnli^  Standard  Housing 

Not  all  households  that  are  eligible  to  obtain  a  housing  voucher  live  In 
the  same  kind  of  situation.  As  we  have  seen,  many  households  need  assistance 
in  reducing  the  proportion  of  their  income  they  pay  for  housing  costs,  others 
need  larger  housing  inlts,  and  some  live  in  otherwise  substandard  inlts  and 
need  a  better  quality  unit. 

1.  The  President's  Comailsslon  on  Housing.  Interim  Report,  op.  clt, 
p.  41. 

2.  The  preliminary  HUD  and  0MB  proposals  contained  in  The  Congressional 
Record  do  not  Identify  their  positions  regarding  the  types  of  housing  quality 
standards  to  be  used  in  the  housing  voucher  progran  or  the  continued  Section 
8  Existing  Program. 
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Within  this  rai%e  of  clrcimstances  adata  a  wide  v&rlety  of  living 
conditions  that  can  be  ijsed  to  meet  the  housing  needs  of  lower  inoone 
households.  "Qunoughout  the  country,  and  indeed  in  New  York  City,  efforts  srtt 
indexway  to  utilize  conversions,  sweat  equity  programs,  other  r«habllltatian 
efforts  and  alternative  management  schemes  to  increase  housing  opportunltifls 
for  lower  Income  housdiolds. 

Clearly  It  Is  important  to  impose  standards  of  health,  safety  and 
llvablllty  for  housing  units  in  which  prograa  beneficiaries  live.  No  one 
Interviewed  endorsed  the  posslbllty  of  sIud- landlords  receiving  Section  8  or 
voudier  payments  while  renting  substandard  apartiBents  to  lower  income 
fanllles  iriable  to  afford  a  decent  place  to  live. 

However,  those  Interviewed  indicated  that  many  apartments  that  are 
Important  and  inique  housing  opportunities  for  lower  income  families  do  not 
meet  the  standards  currently  used  in  the  Section  8  Program,  they  expressed 
concern  that  a  program  providing  housing  assistance  would  require  a  fnily  to 
move  frcm  these  units  in  order  to  receive  tiie  benefits  of  that  program  if 
they  did  not  want  to  move. 

As  we  observed  in  Chapter  4,  many  of  the  households  who  move  in  order  to 
receive  the  rent  subsidy  drop  out  of  the  program.  Undoubtedly,  many  of  tinmm 
households  cannot  find  suitable  or  acceptable  uiits  within  the  Fair  Market 
Rents.  But  it  is  also  xxidoubtedly  true  that  seme  of  these  hous^iolds  elect 
not  to  receive  benefits  from  the  program  if  it  means  that  they  must  leave 
their  neighborhood  or  their  building  in  order  to  do  so.  Some  of  these 
housd)olds  mig^t  not  have  to  make  this  choice  if  they  are  allowed  greater 
flexibility  in  how  diey  can  use  their  certificate  or  voucher.  { 

l\go  types  of  units  that  currently  do  not  meet  Section  8  quality 
standards  seem  to  offer  important  housing  opportinities  for  lower  income 
hous^iolds.  Ihe  first  are  the  old- law  tenements  that  exist  predGminantly  in 
certain  sections  of  the  City.  The  Lower  East  Side  and  Clinton,  for  instance, 
have  vast  nunbers  of  these  pre- 1879  five  story  walk-iips.  Ihese  tammsnts 
serve,  by  and  large,  lower  income  families,  many  of  whom  have  lived  there  for 
generations  and  who  find  within  a  few  blocks  all  that  is  necessary  to  sustain 
them. 

Most  old-law  tenoDents  do  not  have  three  piece  bathrooms  (a  sink, 
toilet,  and  a  bathtii})  all  within  the  apartment.  This  violates  the  Section  8 
Program  quality  standards.^  Most  old- law  tenements  also  have  some  rooms 
without  windows.  Since  windowless  rooms  cannot  be  counted  touezd  the  total 
room  count,  these  apartments  can  only  qualify  if  dieir  rent  is  less  than  or 
equal  to  the  Fair  Market  Rent  for  a  smaller  apartment.  The  structural  and 
lay-out  alterations  required  to  provide  each  apartment  with  a  tiiree  piece 
bathroom  instead  of  a  toilet  down  the  hall  and  to  roaove  walls  to  rid  an 
apartment  of  its  windowless  rooms  are  substantial  and  ooatly. 

1.  The  Section  8  Acceptability  Criteria  specify  that  "a  flush  toilet  in 
a  separate,  private  room,  a  fixed  basin  with  hot  and  cold  mining  water,  and 
a  Slower  or  tub  with  hot  and  cold  naming  water  shall  be  present  in  the 
dwelling  \jnlt,  all  in  proper  operating  condition."  24  CFR,  Part  882,  109  (a) 
(2) .  It  appears  that  all  three  pieces  must  be  located  in  the  sflse  xnlt,  but 
that  only  the  toilet  must  be  located  in  a  separate,  private  room* 
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Yet  many,  althou^  certainly  not  all,  of  these  c^Murttnents  are  otherwise 
suitable  in  terms  of  health,  safety  and  livability.  They  are  clearly 
providing  nuch  needed  housing  for  lower  income  fEimilies  in  New  York  City.  At 
best,  the  situation  presents  a  two-edge  sword.  Sane  of  those  Interviewed 
felt  that  the  Section  8  Existing  Program  and  housiiig  voucher  standards  could 
be  altered  to  acccmmodate  those  old- law  tenements  %iiich  are  suitable  in  all 
respects  except  for  the  structural  characteristics  tiiat  do  not  currently  meet 
the  Section  8  Existing  standards.  Yet,  at  the  same  time,  the  persons 
interviewed  recognized  the  importance  of  providing  decent  and  suitable 
housing  for  lower  income  households. 

The  second  type  of  init  presently  not  meeting  the  standards  required  for 
approval  in  the  Section  8  Progran  are  many  of  the  apartment  buildings  being 
managed  and  operated  by  alternative  managing  agents  or  the  tenants  living  in 
the  building.  By  the  time  these  units  are  abandoned,  they  are,  in  laost 
instances,  in  such  poor  condition  that  they  cannot  qualify  for  tiie  Section  8 
Existing  Program. 

In  these  instances,  it  is  indeed  true  that  die  units  do  not  meet 
standards  of  health,  safety  and  livability.  The  tenants  nonetheless  are 
often  willing  to  pay  restructured  rents  to  finance  the  necessary  repairs  and 
maintenance  of  the  building  if  they  can  obtain  Section  8  Qcisting  rental 
asssistance.  However,  because  the  apartments  do  not  qualify  for  the  Section 
8  Existing  Program  without  the  repairs,  the  tenants  camot  afford  the  rents 
required  to  allow  them  to  make  such  repairs  and  operate  die  building 
adequately.  In  these  instances,  the  tenants  are  not  really  given  a  chance  to 
turn  the  building  around. 

Many  non-profit  neighborhood  groups  have  saved  many  buildings  and  helped 
tenants  in  troubled  nei^^rhoods.  They  have  encountered  situations  \dhere 
the  tenants  of  an  abandoned  building  were  willing  to  aaaxsae  die 
responsibility  of  managing  and  renovating  the  building  only  to  discover  that 
they  were  ineligible  for  Section  8  because  die  apartments  did  not  yet  meet 
the  quality  standards. 

One  suggestion  offered  is  that  in  those  circunstances  where  abandoned 
buildings  are  being  managed  by  tenants  or  other  responsible  indiviuals  or 
groups,  households  be  allowed  to  benefit  fran  the  Section  8  Existing  or 
housing  voucher  progran  on  the  condition  that  the  apartment  is  brought  up  to 
prograD  quality  requirements  within  an  agreed  upon  time  period. 

Another  suggestion  is  that  tenants  be  allowed  to  exercise  flexibility  in 
their  use  of  Section  8  Existing  certificates  aid  housing  vouchers  so  that 
they  do  not  forfeit  housiiig  opportunities  that  they  desire.  T\j0  exaDples  of 
such  circunstances  are:  instances  where  a  building  is  converted  Into 
cooperatives  or  condorainiuns  and  instances  >tere  tenants  are  using  rents  to 
operate  the  building,  finance  required  repairs  or  negotiate  with  die  landlord 
for  repairs.  Again,  diese  households  could  be  allowed  to  use  their 
certificate  or  ^^oucher  tnder  the  stipulation  that  the  unit  or  building  meets 
the  standards  within  a  specified  time  period.  In  each  instance,  the 
situation  may  represent  an  important  housing  opportunity  and  a  means  by  which 
housing  needs  can  be  met  without  requiring  the  progran  recipient  to  wcfve  from 
the  unit  and,  possibly,  die  neighborhood. 
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Certain  Nelj^borfacxxis  Can  Be  "Redlined"  and  "Ttlaged"  by  Requlrli«  Hougcholda 
to  Move  t30  Receive  Program  Benefits. 

While  x3he  adnlnistration  o£  the  current  Section  8  Existing  housix^ 
standards  ensures  that  households  benefiting  fran  the  progron  li>^e  in  good 
quality  housing,  this  otherwise  desirable  aspect  of  the  program  nay  hove 
the  unintended  effect  of  "redlining"  buildings  and  neighborhoods.  Virtual 
"triage"  could  result  fron  households  being  required  to  msve  to  VBceive  the 
subsidy  \i)eR  their  landlords  are  ivwilling  tD  bring  the  unit  up  to  standards. 
In  reality,  limiting  a  household's  choice  to  staying  in  its  duelling  mit 
or  moving  to  participate  in  the  program  contradicts  the  stated  intention  of 
providii^  freedom  of  choice  to  potential  beneficiaries. 

According  to  intervieus  with  neighborhood  groups,  such  an  outcane  could 
occur  for  tuo  reasons.  First,  the  neighborhood  might  contain  a  predominanoa 
of  buildings,  such  as  old-Uw  tenonents,  that  are  basically  sotnd 
structurally  but  %iilch  do  not  meet  other  progran  standards.  Second,  the 
neighborhood  might  contain  a  substantial  percentage  of  buildings  that  are 
deteriorated.  In  the  absence  of  &jnds  to  r^iabilitate  the  properties,  the 
households  would  not  be  able  to  participate  in  the  progran  and  remain  in  the 
neighborhood.  Ihese  situations  also  would  occur  \Mtfder  a  housing  voucher 
progran  If  quality  standards  similar  to  those  in  the  Section  8  &cisting 
Progran  are  adopted. 

Neighborhood  groups  are  concerned  about  the  future  viability  of 
neighborhoods  ydbere  mxh  of  the  housing  stock  does  not  meet  the  Section  8 
quality  standards.  The  representatives  interviewed  fielt  that  these 
neighborhoods  suffer  %jhen  households  are  required  to  move  to  recei>^e  housing 
assistance. 

Yet,  no  one  interviewed  expressed  an  Interest  in  devising  a  prograi  that 
would  enable  otherwise  ineligible  families  to  participate  in  the  progrn  or 
that  liould  restrict  the  freedom  of  households  to  use  the  rent  oertiflcate  or 
housing  voucher  to  move  to  another  neighborhood.  Rather,  they  believed  that 
efforts  should  be  made  \nder  the  voucher  program,  in  as  many  situations  as 
possible,  to  enable  a  failly  to  receive  the  subsidy  in  its  mit  if  that  nere 
its  choice.  Rirthermore,  they  felt  that  it  ^as  important  to  recognise  that 
the  Section  8  Existing  Progran  has  been  designed  in  such  a  weqr  that  the 
st£^illty  and  ooheslveness  of  a  neighborhood  are  not  necessarily  taken  into 
accomt  in  the  issuance  of  certificates.  There  is  no  indlcaticn  y«t  that 
the  housing  voucher  program  will  place  greater  emphasis  on  maintaining 
neighborhood  stability. 

Clearly,  this  is  an  important  concern,  since  no  housing  prograi  should 
disrupt  neighborhoods,  in  early  evaluation  of  the  Section  8  Qclsting  Housing 
Prograa,  however,  concluded  that  the  program  did  not  i|>pear  to  threaten  the 
stability  of  neighborhoods.  The  study  examined  the  posslblity  diat  the 
progran  mi^t  contribute  to  neighborhod  instability  in  at  least  two  wiys.' 
The  first  is  the  increase  in  demand  for  housing  as  a  result  of  the 
improvements  taking  place  in  the  neighborhood.  This  oould  cause  displacsMnt 
among  eligible  households  who  are  laiable  to  obtain  certificates  because  of 

1.  Bdgar  0.  Olsen  and  David  W  Rasnusscn.  "Section  8  Bilstlng:  A  Progro 
Evaluation  ,  Occassional  Papers  in  HousinR  and  Coimaiity  Affairs. 
(Washii^ton,  D.C.  HUD,  December  1979) ,  Vol.  6,  pp.  i-3Z. 
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liiiited  proRLJM  finds.  The  seoood  is  that  prcgrai  siiMidles  ooold  izxlaoe 
recipients  tz>  aowe  out  of  the  vorst  housing  and  nei^jhboihoods ,  f*t^lrg  their 
accelerated  abandor»ent  and  decline. 

Relying  on  findings  obtained  fon  die  QttiP  daiODBtrations ,  Qlsen  aid 
Baamussen  concluded  that  the  Section  8  Existing  Prograi  is  not  likely  to  have 
either  of  these  effects,  even  thcx^h  there  is  a  sli^t  tendency  for 
recipients  tz>  mcNe  finoa  the  poorest  areas.'  Moreover,  they  sqggested  that, 
at  vorst,  the  Section  8  Odsting  Progran  contributes  to  neighborhood 
instability  only  in  the  long-ten  throu^  increased  ooveaent  fircn  distressed 
neighborhoods,  the  snail  sise  of  the  pcogran,  however,  led  thai  to  conclude 
that  sudi  an  isipact  is  not  likely  to  be  very  significant. 

The  results  of  the  Olsen  and  Rasoussen  study,  thou^,  do  not  invalidate 
the  perceptions  of  neighborhood  groups  that  requiring  a  household  to  nove 
fron  substandard  units  to  receive  die  subsidjy  undermines  the  stability  of  the 
neighborhood.  The  social  and  econoDic  viability  of  even  a  single  bulldii^ 
can  be  jeopardized  if  a  fev  housrinlds  aust  leave  the  building  to  participate 
in  the  housing  voucher  prograi.  The  increased  instability  perceived  by 
neighborhood  groups  may  occur  on  a  aaall  scale  or  gradually  over  tine  and 
mi^  never  be  reflected  statistically  in  an  eacanination  of  dianges  in 
neighborhood  stability.  But  the  diange  is  no  less  real  to  neighborhood 
residents. 

A  related  concern  of  neighborhood  groups  is  that  greater  a^shasis  should 
be  placed  on  using  housing  vouchers  to  strengthoi  neighborhoods. 
Neighborhoods  could  be  strengthened  in  two  ways.  First,  lower  inoome 
residents  cai  be  subsidized  to  remain  in  standard  \jnits  they  can  no  longer 
afford.  As  we  observed  in  Chapter  4,  this  is  happening  in  New  York  City. 
Second,  as  discussed  in  the  previous  section,  hous^iolds  can  be  allowed  to 
take  advantage  of  important  housing  opportunities  that  do  not  currently  meet 
the  quality  standards  if  they  agree  to  meet  the  standards  widiin  a  specific 
period  of  time.  In  each  situation,  the  assurance  of  a  steady,  adequate  cash 
flow  would  enable  landlords  to  maintain  the  units,  thus  preventing  further 
deterioration.  Ihe  study  by  Olsen  and  Rasoussen,  however,  suggests  that 
neighborhoods  are  not  likely  to  be  strengthened  \nder  current  funding  levels 
isiless  housing  vouchers  or  Section  8  Qcisting  funds  are  targeted  to  specific 
neighborhoods.^  In  largely  deteriorated  neighborhoods,  though*  even 
targeting  rent  certificates  or  voudiers  would  not  allow  potential  bcsief icia- 
ries  to  remain  in  the  nei^iborhood  \ziless  r^iabilitation  efforts  also  were 
focused  on  tiie  neighborhoods. 

These  two  issues  -  the  nature  and  flexibility  of  the  quality  standards 
adopted  and  the  abilit?r  to  target  vouchers  to  deteriorated  neighborhoods  by 
linidng  them  with  rehu>ilitation  efforts  -  must  be  considered  carefully  in 
designing  the  housing  voucher  progran.  The  restrictiveness  of  the  standards 
becomes  an  even  more  crucial  issue  if,  as  the  President's  Gooinission  on 
Housing  recoonends,  current  housing  production  subsidies  are  eliminated. 
Without  production  subsidies  or  the  ability  to  target  vouchers  to 
neighborhoods  being  rehabilitated  \nder  the  CDBG  Program,  adoption  of  strict 
standards  will  make  it  very  difficult,  if  not  impossible,  for  eligible 
households  living  in  certain  types  of  buildings  or  neighborhoods  to  remain  in 

1.  Olsen  and  Rasmussen,  op.  cit.,  p.  9.  ' 

2.  Olsen  and  Rasmussen,  op.  cit. ,  p.  10. 
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their  neijj^iborhood  and  participate  in  the  program.  Ihis,  in  turn,  nay 
OGopound  the  difficulties  facing  lower  income  neigt^borfaooda  as  th^  try  to 
improve  the  quality  of  neighborhood  bousing. 

itoles  for  Neighborhood  Groups  in  the  Housing  Voucher  Progran 

The  efforts  of  neighborhood  groups  to  improve  die  viability  of  their 
neighborhoods  cai  be  enhanced  by  providing  opportunities  for  non-profit 
neighborhood  based  bousing  organizations  to  iA«n^  an  active  role  in  the 
delivery  of  assisted  housing  for  their  neighborhoods.  Because  dieae 
organizations  view  the  provision  of  assisted  bousing  as  a  priority  oonoam  of 
their  constituencies,  relying  on  neighborhood  based  organizatlona  increasea 
the  likelihood  of  a  long-range  oonmitment  to  the  success  of  a  project.  Such 
a  group  is  likely  to  continue  to  attempt  to  meet  the  needs  of  its 
constituency,  to  work  in  maintaining  benefits  to  the  neighborhood,  and  to 
emphasize  the  stability  and  future  viability  of  the  nei^^iwrhood. 

Many  neighborhood  groups  in  New  York  City  and  throu^iout  the  United 
States  have  been  involved  In  the  delivery  of  housing  services  to  their 
neighborhoods,  although  not  always  with  die  direct  sanction  of  the  federal 
govemnent.  These  activities  have  included  CDBG  futided  projects,  asalstanca 
in  x3he  adkninistration  of  housing  prograns,  direct  participation  in  the 
rehabilitation  and  managenent  of  buildings,  and  activities  to  impccNe  the 
services  the  services  to,  and  maintenance  of,  apartments. 

As  a  result  of  these  activities,  many  neighborhood  baaed  housing 
organizatlona  have  developed  important  skills  in  presiding  the  following 
services:  packaging  of  projects,  tenant  organization,  self-help  work, 
rehabilitation,  neigihborhood  improvements,  architectural  services, 
training,  energy  conservation,  cosmetic  improvements,  housing  yoyaenta, 
budgeting*  social  services  and  even  new  construction,  among  others • 

In  addition,  mazw  neighborhood  groupa,  becauae  they  have  been  woikJjqg  in 
their  neighborhoods  m  so  long,  have  built  up  Long-time  asaociationa  md 
conltaents  to  an  area.  Regaxdleaa  of  the  skills  and  concema  evident  in  tha 
adninistration  of  public  prograns,  these  aaaoclatlona  and  oGnBltmanta  ara 
luxuries  rarely  aeen  in  bureaucraciea.  Aaalated  houaii^  pcograma  ahould  take 
advantage  of  the  akilla,  knowledge  and  oGnBltmanta  that  neighborhood 
baaed  groups  can  provide  in  tfbe  delivery  of  services  tx>  xAielr  om 
neighborhoods.  1^90  exanples  of  poaaible  roles  for  neighborhood  groupa  are 
provided  belcw. 

Repreaentativea  of  neighborhood  groupa  perceive  that  houacholda  that  are 
eligible  for  participation  in  the  Section  8  Bdating  Progroa  aGmetiaea  do  not 
participate  becauae  they  do  not  abf^ra  \]:ideratand  what  tSigj  nuat  do  and  \imt 
they  can  expect  from  the  program.  ■  And,  it  ia  too  often  CM  caae  that  not 
speakii^  Bigliah.  aM  always,  createa  an  additional  barrier  to  gaining 
benefits  fcoa  the  progran. 

1.  As  was  dlscuaaed  in  Chapter  2,   the  donand  fin:  the  Section  8  BOatlng 
Progran  in  New  York  City  is  far  greater  than  the  nnber  of  certlf icataa 
tliat  are  available.  More  than  137,000  housd)olds  applied  for  the  Section  8 
delating  Program  in  the  three  year  period  ending  in  October,  1981. 
Between  18,000-21,000  of  theae  houaaholda  received  aaalatanee. 
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Oooe  a  potential  wcipicnt  decides  to  apply,  aucceasfol  cmpletion  of 
the  process  can  be  esoeedijqgly  dlfflmlt^  Hooseholds  aost  be  able  to  f Ul 
out  fiDCTs  and  be  willing  to  apowcr  quesdons  \tidti  vaj  se^  personal;  they 
■ust  be  able  axid  willing  to  gather  leot  receipts  and  i«ge  sts teieentn  to  prows 
vhat  asy  se^  obvlcxjs;  th^  oust  be  Ale  to  assiailate  a  boat  of  rsgulatlorM 
and  responsibilities  Wiich  oust  be  xndertdcen  to  benefit  frai  the  progran, 
not  the  least  of  uhidi  vaj  be  aaving  and  finding  ai'acoeptAle  apartaent 
within  the  Fair  Nsilcet  Sent;  and  tfam  they  oust  wait  for  m  opening  to  begin 
looking  for  a  ixiit  if  they  oust  s^ie. 

Tbe  u^xyctance  of  deteralning  inooae  eligibility  and  the  anoint  of 
space  needed  by  each  hous^iold  to  OGi^>ly  with  the  quality  standards  is  not 
questioned.  However,  the  mylqcity  of  the  prpgrai  and  its  rellanoe  en  the 
potential  recipient  to  locate  an  acceptable  quality  init  iia^  discourage  nany 
certificate  holders.  Prevision  of  support  services  to  households  applying 
for  the  progranB  could  ainiaiae  these  difficulties. 

An  exaiple  of  die  Qrpe  of  support  services  that  night  be  offered  by 
neighborhood  groups  is  provided  by  one  of  tiie  neighborhood  groups  in  New  York 
City.  The  group  conducts  nocdc  procedures  that  take  the  prospective  Section  8 
applicant  tfaroqg^  all  die  steps  and  questions  they  will  be  faced  with  in 
applying  to  the  City  Housing  Authority.  \tea  they  are  faced  with  the  actual 
applicaticn  process,  they  have  in  hand  the  necessary  receipts  and  papers, 
they  know  vdhat  questions  they  will  be  asked,  and   they  inderstand  how  the 
progran  will  woric  and  what  they  can  expect.  The  Citv  Housing  Authority,  of 
course,  has  welcosied  this  assistance  fon  the  neighborhood  group.  The 
tenants,  in  turn,  axe  not  nearly  so  frustnrated  by  the  procedures  and  they 
understand  bow  they  can  oore  easily  psrticipate  in  the  process.^ 

A  second  role  for  nelg^iborhood-based  housing  organizations  is  in  working 
with  the  city  to  target  housing  resources  to  specific  nei^ibothoods.  The 
ability  to  target  Section  8  fidsting  certificates  and  housing  vouchers  to 
support  other  funded  housing  and  coanunity  development  activities  is  an 
inportant  nechaniaa  for  ensuring  diat  poor  reaidents  benefit  fon  these 
prograns  and  are  not  displaced. 

Prinarily  through  the  tise  of  Ooaaunity  Developaent  Block  Grant  funds, 
sGoe  cities  and  neig^iborhood  organizations  hove  developed  rehabilitatlcn 
programs  and  other  programs  directed  to  specific  nei^terfaoods  or  income 
groups.  Ideally,  the  availability  of  the  vouchers  or  rent  certificates  could 
ensure  that  lower  income  households  would  benefit  tram  these  efforts  and 
would  not  be  displaced  by  tbe   iiBproveaents  occurring  in  dieir  neighborhoods. 

Cities  and  neighborhood  organizations  could  guarantee  security  and 
support  for  lower  income  households  that  desire  to  stay  in  their 
nelgU)orhoods  as  rehabilitatlcn  and  development  activities  are  \a:idertaken 
within  targeted  neighborhoods  or  buildings.  Moreover,  cities  and 
neighborhood  organizations  can  utilize  housing  vouchers  to  achieve  selected 
objectives  in  neighborhood  revitalization  effiorta,  such  as  econcaic 
integration,  In-place  rehabilitation  assistance,  or  neighborhood  stability, 
by  directing  a  set-aside  nuaber  of  vouchers  in  tandem  with  other  program 
activities. 

I.  Although,  the  nuober  of  Section  8  Existing  applicants  assisted 
through  October.  1981  (28)  is  relatively  snail,  the  benefits  provided  the 
applicants  are  important. 
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In  New  York  City,  the  Housing  Authority  and  x3he  Department  of  Housing 
Preservation  and  Development  have  set  aside  2 ,853  Section  8  certificates  fi>r 
use  in  enabling  continued  occupancy  by  lower  income  tenants  fEiced  with 
restructured  rents  as  a  result  of  rehabilitation.  These  set-aside  Section  8 
Bcisting  certificates  have  been  used  primarily  with  the  Participation  Loan 
Program  (PLP) ,  which  uses  CDBG  funds,  at  IZ  interest,  xd  leverage  market  ratm 
institutional  mortgage  loans  for  the  rehabilitation  of  multiple  duelliqgs. 
The  set-aside  certificates  are  also  used  in  conjunction  with  the  Article  8A 
Loan  Progran,  which  provides  loans  at  3X  to  private  owners  of  multiple 
dwellings  occupied  by  low- income  tenants.  This  program  is  directed  to  the 
correction  of  substandard  and/or  uisanitary  conditions.^ 

In  addition,  some  of  these  "set-aside"  certificates  are  used  by  New  York 
City  in  its  attempts  to  convert  its  tax- foreclosed  occupied  housing  stodc 
into  lower  income  tenant  cooperatives.  The  Section  8  Existing  Housing 
payments  are  used  to  enable  tenants  in  place  to  pay  the  economic  rents 
necessary  to  put  these  buildings  on  a  self-sufficient  ficwting  after  they 
leave  public  ownership.  Although  this  approach,  called  "Alternative 
Management" ,  is  in  wide  use  in  many  marginal  or  transitional  neighbortioods 
throMghout  the  City  and  has  great  potential  for  achieving  some  measure  of 
economic  integration  in  rapidly  changing  neighborhoods,  only  a  very  small 
proportion  of  the  Section  8  Existing  certificates  are  used  in  coiduictlon 
wi^  diis  program* 

One  reason  for  this  is  that  the  program  has  been  relatively  slow  in 
completing  the  rehabilitation,  restructuring  rents  and  disposing  of  buildingli 
to  tenants  or  other  ownership  entities.  Nonetheless,  the  potential  exists 
for  an  expanded  and  effective  use  of  rent  certificates  or  housing  vouchers  In 
programs  such  as  this. 

III.  RE0QM1ENIMTICNS  REGARDINS  QUALITY  SEANDARD6  m>  THE  ROLE  GF 
HOUSIIG  GROUPS 

1.  Housing  tjnits  in  which  recipients  of  housing  vouchers  live  must  be 
subject  to  reasonable  quality  standards. 

a.  Accept  where  local  standards  are  insufficient  to  define  or 
maintain  suitable  housing,  quality  standards  to  ensure  the 
health,  safety  and  livability  of  housing  tJnits  occupied  through 
housiiig  vouchers  should  be  locally  determined  and  adsinlstered. 

b.  Federal  standards  must  be  applied  where  local  standards  are 
insufficient  to  define  or  maintain  suitable  housing. 

2.  Quality  standards  must  be  enforced  to  ensure  that  housing  assistKiee 
recipients  obtain  acceptable  housing  and  that  the  housing,  including 
the  provision  of  adequate  services  to  occupants,  is  maintained  at 
the  standards.  However,  in  cases  where  health  and  safety  axe  not 
impaired,  local  units  of  goverment  should  be  allowed  to  aAiinister 
standards  in  association  with  a  housii^  voucher  progran  in  sudi  a 
way  that  housing  dioices  for  **housing  poor**  households  are 
maximized. 

I.  City  of  New  York,  Department  of  Planning,  "Proposed  Seventh  Year 
CooBunity  Development  Program:  Housing  Assistance  Plan**,  Mqr  1981,  pp.  24-26. 
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a.  Examples  of  situations  that  might  require  flexibility  in 
adninistering  standards  are:  need  for  rent  subsidies  in 
neighborhoods  ^iiere  most  of  the  properties  do  not  conform  to 
dominant  standards;  instances  ^ere  abandoned  or  substandard 
buildings  are  indergoing  tenant,  cooperative  or  other  non-profit 
management  and  operation  for  tiie  express  purpose  of  bringing  the 
building  up  to  code;  tenant- initiated  or  non-profit  conversions 
to  cooperatives  or  condominiuns;  and  instances  where  tenants  are 
using  rents  to  operate  the  buildings,  finance  required  repairs, 
or  negotiate  witn  the  landlord  for  repairs. 

b.  Good  faith  efforts  to  meet  the  standards  must  be  evident  for 
vouchers  to  be  used  in  each  of  these  situations. 

3.  Persons  otherwise  eligible  for  housing  assistance  should  not  be 
denied  assistance  for  artf  of  the  foll<xd.ng  reasons: 

a.  Ihe  application  of  neighborhood  quality  standards,  regardless  of 
the  oonditicn  of  the  housing  uiit. 

b.  Discrimination  from  landlords  on  the  basis  of  race,  sex,  size  of 
household  or  source  of  income,  including  the  housing  voucher. 

c.  Private  or  public  action  vdhich  causes  housing  inits  to  beccme 
unavailable  to  "housing  poor**  households. 

4.  Localities  should  be  encouraged  to  use  all  available  resources, 
including  production  progrjns,  to  enable  households  living  in 
substandard  uiits  to  receive  the  voucher  without  being  displaced. 

5.  The  adninistrative  funds  allocated  to  local  inits  of  goveniDent 
should  not  be  reduced,  since  this  would  threaten  the  locality's 
id>ilitv  to  ensure  the  maintenance  of  standards  in  assisted  inits 
through  annual  inspections. 

6.  Non-profit  neighborhood-based  housing  organizations  should  have  a 
major  role  in  tiie  delivery  of  assisted  housing  to  ensure  that 
neighborhood  stability  is  guaranteed.  These  roles  should  include: 
receiving  contracts  to  publicize  and  market  the  progrons;  helping 
to  define  the  quality  standards;  locating  appropriate  hoxjsiiig;  and 
where  standard  affordable  housing  is  in  short  supply,  developing  new 
<nd  rehabilitated  housing. 

7.  Localities  should  be  given  the  flexibility  to  target  a  percentage 
of  their  housing  vouchers  to  preser\«  and  rehabilitate  the  housing 
stock  and  surrounding  neighborhoods,  provided  there  are  adequate 
guarantees  against  displacement. 
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Glossary  of  Tetnc 


Population  Groups 

Eligible  Population  -  all  households  in  New  York  in  1976  iibose  ^rass 
inoone  was  less  than  or  equal  to  80%  of  the  New  York  SKSA  median  inoGmt. 
Iht   inoome  level  used  to  detemine  eligibility  is  adjusted  toe  housshold 
size. 

Low  Income  Households  -  all  households  in  New  York  City  in  1976  whose 
gross  inoone  was  greater  than  50%  and  less  than  80%  of  the  SMSA  median 
inoone* 

Very  Low  Incane  Households  -  all  households  in  New  York  City  in  1976 
whose  gross  inoone  was  less  than  or  equal  to  50%  of  the  SMSA  median 
income. 

Single  Elderly  Households  -  households  %*)ich  contain  one  adult  62 
years  of  age  or  older.  These  households  may  contain  children. 

Single  Non-Elderly  Households  -  households  ccnprised  of  one  adult  less 
than  62  years  of  age.  These  householde  to  not  contain  children. 

One  Adult  with  Children  -  households  ytiich  consist  of  one  adult  less 
than  62  years  of  age  and  one  or  more  children. 

TWO  Adults  with  Children  -  households  \4iich  consist  of  two  adults  less 
than  62  years  of  age  and  one  or  more  children. 

TWO  Elderly  Adults  -  households  conprised  of  two  adults,  both  62  years 
of  age  or  older.  Children  may  be  present  in  these  households. 

TWO  Non-Elderly  Adults  -  households  consisting  of  two  adults  both  less 
than  62  years  of  age.  Dtese  households  do  not  contain  children. 


Existing  Section  8  Progrwi  Participants 


Oertif icate  Holders  -  households  certified  eligible  for  the  Existing 
Section  8  Progran  and  issued  a  certificate  authorising  them  to  sserch  for  a 
unit. 

Recipient  -  households  that:  (1)  have  been  certified  by  the  Housing 
Authority  as  eligible  to  participate  in  the  program;  (2)  have  an  acceptable 
unit  meeting  program  rent  requirements  and  housing  quality  standards;  and 
(3)  have  Section  8  funds  paid  to  their  landlords  to  assist  with  rent 
payments. 
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Non^reclpiyty-houMhoXdi  issued  osrtificates  authorizing  that  to 
aaarcn  cor  a  unit  but  iiho  did  not  locate  units  meeting  program  standards. 
Oonsequently,  these  households  receive  no  tent  assistance  ficm  the  program. 
These  households  were  given  a  minimun  of  60  days,  and  aften  as  much  as  120 
days,  to  locate  a  \mit  meeting  program  standards. 

Movers  -  among  recipients,  households  that  moved  to  receive  the  rental 
assistance,  either  because  they  wanted  to  or  because  they  were  required  to 
in  order  to  receive  the  assistance.  Among  non-recipients,  households  for 
whom  a  determination  was  made,  based  on  the  condition  of  the  uiit  they 
lived  in  at  the  time  they  were  issued  a  certificate,  their  rent-inoGme 
ratio,  the  landlord's  willingness  to  be  in  the  program  or  their  preference, 
that  they  had  to  move  to  receive  assistance. 

In-place  -  among  recipients,  households  that  were  able  to  receive  the 
subsidy  by  remaining  in  the  unit  they  lived  in  at  the  time  they  were  issued 
a  rent  certificate.  Micng  non^recipients,  households  for  whom  a 
determination  was  made,  based  en  their  rent/income  ratio,  that  they  could 
receive  rent  assistance  in  the  unit  they  lived  in  at  the  time  they  received 
the  certificate,  providing  the  landlord  was  agreeable  and  the  unit  met  the 
quali^  standards. 

Rent  Variables 

Fair  Market  Rent  -  The  rent  ceiling,  set  by  OJD,  for  subsidized 
housing  units  of  specific  sizes  in  the  New  York  SNSA.  Ihe  fair  market 
rents,  %*)ich  are  updated  periodically  based  on  changes  in  local  rent 
levels,  include  allowances  for  utilities  if  they  are  not  included  in  the 
unit  rent.  Oertif  icate  holders  cannot  receive  rent  assistance  if  they  live 
in  units  lihose  rents  exceed  the  fair  market  rent  fcr  units  of  corresponding 
size. 

Previous  Rent  -  Gross  rent  (contract  rent  plus  utilities)  paid  by 
recipients  ionsdiately  prior  to  enrolling  in  the  program. 

Decrease  in  Tenant  Rant  Cost  -  Difference  in  dollars  between  the 
recipients*  previous  gross  rent  and  their  share  of  the  gross  rent  paid  in 
the  Section  8  Program. 

Percentage  Decrease  in  Tenant  Rent  Cost  -  Percentage  change  in 
recipients'  actual  payments  for  rent.  Oonputed  as  follows: 

Previous  rent  »  tenant  share  of  gross  rent  in  yrogiam 
previous  rent 

Gross  Rent  in  Program  Unit  -  Gross  rent  for  \mit  occupied  by  household 
receiving  rent  assistance  in  the  Existing  Section  8  Program.  Sob  of  the 
tenant's  share  of  rent  and  the  Public  ikxising  Authority's  rent 
oowtribution. 

Increase  of  Gross  Rent  of  Unit  -  Differences  in  dollars  between  the 
gross  rent  paid  by  households  ionsdiately  prior  to  enrolling  in  the  program 
and  the  initial  ^rass  rent  for  the  unit  in  %*)ich  they  received  the  Section 
8  rent  assistance. 

Percentage  Increese  in  Unit  Gross  Rent  -  Percentage  difference  in  the 
initial  gross  rent  for  the  unit  in  ubich  the  household  received  the  Sectio 
8  assistance  and  the  gross  rent  paid  by  the  household  at  their  previous 
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ackSress.    Ooqputed  as  follows: 

Initial  gross  rent  in  Section  8  unit  -  Prsvious  gross 
Previous  gross  rent 

Ratio  of  Previous  Gross  Rent  to  Fair  Market  Rent  -  Previous  gcoaa  rent 
divided  by  the  fair  naricet  rent  £or  a  unit  of  ocn^parable  size. 

Ratio  of  Prograra  Gross  Rent  to  Fair  Market  Rent  -  Initial  gross  rent 
for  unit  in  i<ihich  Section  8  assistanoe  was  recelve3~divided  by  fair  nuket 
rent  for  a  unit  of  that  size. 
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Notes  on  Dttta  dnd  Methodology 

The  data  analyzed  were  obtained  frcn  three  aourcea: 

1.  1976  Annual  Housing  Survey  -  The  Annual  fkxising  Survey,  conducted 
every  four  years  in  New  York  City  rar  HUD  by  the  U.S.  Bureau  of  the  Oensus# 
interviewed  approKinately  6,150  households  in  New  York  a^  in  1976. 

2.  Characteristics  of  Existing  Section  8  Recipients  -  The  New  Ybrk 
City  Housing  Authority  records  scne  of  the  information  obtained  from 
recipients  at  the  certification  interview  and  sone  of  the  characteristics 
of  the  unit  rented  on  a  ncve-in  transcript.  These  data  are  )Qey-punched  and 
stored  on  a  conputer  tape.  Data  for  every  household  which  received 
Existing  Section  8  assistance  through  May  1981  are  contained  on  this  tape. 

3.  Systeaiatic  Random  Saaple  of  Non^recipients  -  Basic  demographic 
characteristics  and  a  smmary  description  of  why  the  certificate  holder  did 
not  use  the  certificate  is  aaintained  for  every  norv-recipient  on  a  5x7  card 
in  a  file  cabinet  in  the  Housing  Authorl^.  A  systematic  random  sample  of 
487  non-recipients  wes  drawn.  Infomation  was  recorded  on  data  collection 
forms  for  the  309  non-recipients  in  the  san^e  issued  certificates  starting 
on  January  1,  1979.  The  data  collection  wes  restricted  to  the 
non-recipients  issued  certificates  on  or  after  1/1/79  for  two  reasons. 
First,  it  was  felt  that  the  experience  of  households  in  the  most  recent 
past  would  be  most  similar  or  relevant  to  the  situation  of  households  under 
a  housing  voucher  program.  Second,  it  was  iiqportant  to  collect  and  process 
the  data  in  as  short  a  period  of  time  as  possible. 

Since  the  saiqple  of  non-recipients  was  selected  in  a  scientific 
manner  with  a  known  probability  of  selection,  it  was  posible  to  derive 
estimates  of  the  characteristics  of  the  total  population  of  non-recipients 
from  the  sanple.  These  population  estimates  were  ccmbined  with-  the 
characteristics  of  the  recipients  to  estimate  the  percentage  of  all 
certificate  holders  %4io  did  not  use  their  certificates. 
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Badogtound  Pita 


IgSl  Fair  Maricet  Rents  goc  My#  Yock  aty 
Applicable  to  the  Section  8  Exlating  Proron 


Honthly  RHit  with 

OtiUty 

Nmber  of  BedRxana 

Gas  and  Electric 
$280. 

AlloMBnoe 

0 

$22. 

1 

341. 

26. 

2 

407. 

32. 

3 

471. 

36. 

4 

535 

40. 

1981  Section  8  Inooma  Limits 


Number  of  Persons 
in  FWily 

1 
2 
3 
4 
5 
6 
7 
8  or  mora 


Wry  low 
Jnoam  Limits 

$7,350 

8,400 

9,450 
10,500 
11,350 
12,200 
13,000 
13,850 


Low 
Inoome  Limits 

$13,950 
15,950 
17.950 
19,950 
21,200 
22,450 
23,700 
24,950 


Incom«  Standards 


Section  8 
#  of   Very  Low  Income 
PT«Qn«  Per  Capita 


$7,350 
4,200 
3,150 
2,625 
2,270 
2,033 
1,857 
1,731 


Low  Income 
Per  Capita 

ELS 
Lover  Standard 

Poverty 
$  4.310 

$13,950 

$  5,180 

7,975 

8,490 

5,690 

5,983 

11.660 

7,070 

4,988 

14,390 

8,450 

4,240 

16,980 

9.830 

3,742 

19,866 

11.210 

3,386 

22,740 

3,119 

25,620 
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APPENDIX  OF  SUPPLEMEKIMy  TPSIZS 
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Table  A-3 


Percent  of  Very  Low  and  Low  Income 
'Recipient  Households  by  Race 


Race 

Very  Low  Income 

Low  Income 

White 

58.3X 

18.2S 

Black 

29.9 

65.8 

Puerto  Rican 

7.5 

10.7 

Other  Hispanic 

3.6 

4.5 

Oriental 

•  5 

.4 

Other 

.3 

.4 

Total 


100.0 


100.0 


Source:     New  York  City  Public  Housing  Authority  Records 
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Table  A-4 


Percent  of  Very  Low  and  Low  Incowe  Recipient 
Households  by  Household  Group 


Household  Group Very  Low  Income Low  Income 


Single  Non-Elderly 

14.3X 

l.SX 

Single  Elderly 

49.8 

8.9 

1  Adult  w/Children 

13.2 

51.7 

2  Adults  w/Children 

8.9 

24.6 

2  Elderly 

10,5 

7.7 

2  Non-Elderly 

3.3 

5.6 

Total  100.0  100.0 


Source:    New  York  City  Public  Housing  Authority  Records 
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Table  A-5 


Percent  of  Very  Low  and  Low  Income  Recipient 
Households  by  Required  Bedroow  Size 


Required  Bedroom  Size Very  Low  Income Low  Income 

0 
1 
2 
3 
4 
5 

Total  100.0  100.0 


14.3X 

1.2X 

62.4 

22.4 

16.9 

57.8 

5.6 

17.0 

.7 

1.6 

.05 

.02 

Source:     New  York  City  Public  Housing  Authority  Records 
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Table  A-S 

Percent  of  Reel 

pient  Households 

that 

Moved  by 

kace  and  incoM 

Race 

V»ry  Low  Incone 

LOM  IncoM 

White 

26. 7X 

48.6S 

Black 

48.1 

78.9 

Puerto  Rican 

50.3 

75.6 

Other  Hispanic 

45.4 

73.3 

Oriental 

38.7 

55.6 

Other 

50.0 

83.3 

Total  35.6  72.7 


Source:     New  York  City  Public  Housing  Authority  Records 
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Table  A- 7 
Racial/Ethnic  Cowposltion  of  Low  In 
Race 


^anGMLsmiorimirai:^ 


Household  Puerto         Other 

Group White       Black       Rican         Hispanic       Oriental       Other       Total 


Single  Non- 
Elderly  36. 6X        53. 5S 

Single  Elderly        55.1  39.5 


9.9% 

O.OX 

O.OX 

O.OS 

100.0S 

4.0 

1.2 

.2 

0.0 

100.0 

1  Adult 
w/Chlldren 

6.1 

83.9 

7.2 

2.7 

0.0 

.1 

100.0 

2  Adults 
w/Chlldren 

15.7 

51.7 

20.9 

9.8 

.8 

1.1 

100.0 

2  Elderly 

59.9 

27.4 

8.1 

3.2 

1.3 

0.0 

100.0 

2  Non-Elderly 

19.1 

59.2 

13.6 

6.3 

.7 

1.1 

100.0 

Total 


18.2  65.8  10.7 


4.5 


.4 


.4  100.0 


Source:    New  York  City  Housing  Authority  Records 
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Table  A-8 

Racial /Ethnic  Composition  of  Very  Low  Income 
Recipient  Households  by  Housenold  Group 

Race 


Household 
Group 

White 

Black 

Puerto 
Rican 

Other 
Hispanic 

Oriental 

Other 

ToUl 

Single  Non- 
Elderly 

46. 3S 

38.4X 

11. 7X 

3.3X 

.U 

.2X 

100.  OS 

Single  Elderly 

69.4 

22.5 

4.8 

2.8 

.3 

.2 

100.0 

1  Adult 
w/Children  17.8         63.4 


12.6 


5.8 


.2 


.2 


100.0 


2  Adults 

w/Children  54.6  26.7 

2  Elderly  74.0  15.2 

2  Non-Elderly  63.6  24.1 


10.5 

5.8 

1.4 

1.0 

100.0 

5.5 

3.7 

1.3 

.3 

100.0 

7.9 

3.5 

.1 

.7 

100.0 

Total 


58.3         29.9 


7.5 


3.6 


100.0 


Source:     New  York  City  Housing  Authority  Records 
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Table  A-9 


Prevalence  of  Income  Problems  Among  Household  Groups 
in  New  York  cTty  ^n  1976 ^ 

Household  Percent  of  Household  Group  %  % 

Group  with  Incomes  Less  than  Very  Low  Income        Low  Income 

SOX  of  Area  Median 


Single  Non- 
Elderly  47.9%  65. 3X  34.7X 

Single  Elderly  85.7%  86.8%  13.2% 

1  Adult  with 

Children  91.9%  79.1%  20.9X 

2  Adults  with 

Children  58.9% 

2  Elderly  62.7% 

2  Non-Elderly  36.4% 

Total  Eligible 
Population  100.0%  67.7%  32.3% 


Source:     1976  Annual  Housing  Survey 


54.0% 

46.0X 

65.0% 

35.0% 

54.0% 

46.0% 
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Table  A-10 


Proportion  of  Racial  and  Ethnic  Sroups 
Among  Certificate  Holders.  Recipients  and  Non-lTeclplents 

— ^ ym-m — ^ 


Household  All  Households 

Group w/Certificates         Recipients         Non-Recipients 


White 

43.4X 

51. 9X 

28. 8S 

Black 

40.7 

35.6 

52.1 

Puerto  Rican 

10.8 

8.0 

14.2 

Other  Hispanic 

4.5 

3.8 

4.5 

Oriental 

.4 

.5 

.3 

Other 

.2 

.3 

.0 

Total  loot  loot  loot 


Source:     New  York  City  Public  Housing  Authority  Records 
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Table  A-12 


Proportion  of  Household  Groups  with  Expired 
Section  8  Existing  Certificates  In  New  York  cTty 
U79  -  6/8T 


Household 
Group 

All  Households 
w/Certificates 

Very  Low  Income 
w/Cert1ficates 

Low  Income 
w/Certiflcates 

Single 
non-elderly 

33.5 

33.2 

46.6 

Single  Elderly 

30.0 

28.2 

58.6 

One  adult 
w/children 

44.2 

36.6 

53.4 

Two  adults 
w/ch1ldren 

49.6 

32.8 

69.6 

Two  Elderly 

18.5 

.    9.8 

56.6 

Two  non- 
elderly 

51.0 

39.5 

75.0 

Overall 


36.0 


29.5 


60.0 


Source:    New  York  City  Public  Housing  Authority  Records 
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Table  A-13 

Comparison  of  Households  Receiving  Section  8  Existing 

Assistance  (1976-1951)  wUh  EUgibTe  Populadon  (197^1 

in  New  York  Cl£y 


Household 

All  Eligible 
Households 

yery  Low  Income 
Househol ds 

Low  Income 
HoMseholds      . 

Group 

Popln. 

Sec.  8 

Tenants 

Popln. 

Sec.  8 

Tenants 

Popln. 

Sec.  8 
Tenants 

Single      • 
non-elderly 

16.9 

12.3 

16.3 

14.3 

18.1 

1.5 

Single  elderly 

19.3 

43.2 

24.7 

49.8 

7.9 

8.9 

One  adult 
w/children 

16.7 

19.4 

19.5 

13.2 

10.8 

51.7 

Two  adults 
w/children 

22.4 

11.4 

17.8 

8.9 

31.8 

24.6 

Two  elderly 

11.7 

10.0 

11.2 

10.5 

12.6 

7.7 

Two  non- 
elderly 

13.2 

3.7 

10.5 

3.3 

18.8 

5.7 

Total     # 

1.138,802 

30,188 

771 .041 

25.375 

367.761 

4.813 

% 

lOOX 

loot 

loot 

loot 

lOOX 

lOOX 

Source:     New  York  City  Public  Housing  Authority  records  and 
the  1976  Annual  Housing  Survey. 
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Table  A-14 

Smtmry  Pita  for  Hew  Yort  City's  Section  8  Existing  Proqri 
1976  -  1981 

ApproxiBite  nmtoer  of 
certificates  issued 
6/1976  -  6/81  50,748 

Approxinate  nmtoer  of 
households  assisted  33,682 

Approxiaate  nuiri>er  of 
expired  certificates  13,682 


Proqraa  History  Since  1/1/79  by  Incoae  Level 


Households  issued  certificates 
Households  assisted 


Households  with  expired 
certificates 


1976  Eligible  population 


Very  Low 
Incoae 

Low 
Incoae 

Total 

78.6X 

21. 4X 

23,173 
(lOOX) 

86.71 

13.3X 

14.830 
(lOOX) 

64.4X 

35. 6X 

8.343 
(lOOX) 

67. 7X 

32. 3X 

Source:     New  York  City  Public  Housing  Authority  Records 


9I+-931    0    -   82    -    1+2 


(lOOX) 
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Table  A-ie 

Reason  Listed  by  Housing  Authority  Staff  for 
Expiration  of  Section  8  Certificate,  1979  -  igJBI 


Status  of  Household 


Reason  Coded  by  Housing  Authority 

Move 

In-Place 

Tenant  could  not  find  apartment  in 
preferred  location. 

6.8S 

0    % 

Landlord  refused  to  rent  to  tenant. 

4.0 

50.0 

Apartments  located  did  not  meet  rent, 
rent  hardship,  size  or  quality 
standards. 

6.4 

16.7 

Household  voluntarily  dropped  out. 

17.7 

16.7 

Household  could  not  find  unit 
(no  specific  reason  listed  by 
Housing  Authority). 

24.9 

10.0 

Tenant  unable  to  rent  referrals 
offered. 

38.2 

1.6 

Change  in  family  eligibility  status. 

2.0 

5.0 

Total  lOO.Ot  lOO.Ot 


Source:    New  York  City  Housing  Authority  files  on  expired  certificates. 


Digitized  by  VjOOQ IC 


1440 


PARTICIPATIBG  ADVISORY  PANEL  MEMBERS* 


Joee  Acuna,  Executive  Director 
HaabattBa  V^llc?  Corporation 

Harflfr  Allen    Associate  Director  of  CooDunity  Development 
Ipv  Toi-k  St4t«  UrbM  DevelojBwmt  Corporation 

Sandy  Bayer     Etecutlve  Eirector 
Teak  Force  on  Clty-Ovued  Property 

Richard  Berman,  Executive  DireHor 

Kev  York  State  Division  of  Housing  and  Cora&imlty  Reneval 

Jlttu  Bhatnagar,  Director  of  the  Housing  Division 
Kew  York  City  riumlng  CamisBioii 

Charles  Brass,  Representing  Ftogrem  and  Management  Analysis 
Housing  freflerratlon  az^  Development 

Bonnie  Br  overt  Director 

Association  of  Neighborhood  Housing  Developers 

Howard  Burcfaman,  Director 
Hovard  Burchman  and  Associates 


ffuicy  Castle 

Fund  for  the  City  of  New  York 

Gushing  Dolbeare,  President 

National  Low  Income  Housing  Coalition 

Richard  Duhan,  Re^looftl  Eiree^tCIr 

New  York  State  Office  of  Urben  Revitall Ration 

Roberta  Edge,  Representing  Progrsm  and  Management  Analysis 
Housing  l^eserratloD  and  Derelopcent 

Barbara  Gordon  Es]^Jo ,  Esq. ,  Attorney 
Mudge,  Rose,  Gutlirle  vx&  Alexander 

Jaok  Freund,  Representing  Progrsm  and  Management  Analysis 
Housing  PresenratloD  and  Developaent 

Antbony  Glleteon,  Ce^Blssloner 
Housing  PrM«rratlciEk  and  D^valoiKBit 

Bruce  Gould,  Emmtlve  td.r«ctor  of  ProgrsD  and  NaBagene&t  Analysis 
fieujing  Freservatloa  uid  Develo^nent 

Congresaaan  Villi  oa  S  .  Creva 
New  York  State  CoGgreB» 

Elm  BamUtoD ,  Deputy  Director  of  Program  and  Management  Analysis 
Housing  Preservation  and  Development 


•ntlea  for  Affiliation  Only 


Digitized  by  VjOOQ IC 


1441 


William  Elll,  General  Manager 
BiLsh  Temlnal  Asaoclatlon 

Kent  Hlteshev,  Mayor's  Office  of 
Intergovernmental  Relations 

David  Hunter,  Executive  Director 
Stem  Fund 

pTnthla  Jachles,  Legislative  Analyst 

ffov  Tori  City  Office  of  Management  and  Budget 

Adina  Johnson  I  Acting  Executive  Director 
Operation  Open  City 

Marcle  Keener,  Special  Assistant  to  the  City  Council  President 

Galen  Klrkland,  Representing  Vest  Harlem  Ccmmunlty  Organisation 

Charles  Leven,  Prlvat*  Consultant 
\Iriimn  Sooesteadlng  Assist ejice  Scvd 

FrsacflB  LevMiHon    Tlee  President 
Hev  York  Bock  for  Savings 

Joseph  McHKhon,  Private  Consultant 
McMahoQ  and  AsBccl«te« 

Margarbt  McJffelll    Director 

Vest  Sdrlen  Comcunlty  Orgenisation 

Joseph    MdNeely,  Consultant 
Ribllc-Prlvate  Partnerships 

Very  Eev.  Jsmes  P.  Morton,  Dean 
St.  John  the  Divine  Cathedral 

Andrew  Mott,  Executive  Director 
Center  for  Conmunity  Change 

Karen  Murphy,  AsBlataiit  Project  Development  Coordinator 
Housing  Preservation  and  Development 

Anita  Nager,  Punds  AdwlnlBtrator 
Fund  for  the  City  of  lew  Yccrk 

Ttoberto  Hazario,  Consrxltant 
Conmunity  Infotiaatlon  Services 

M«y«r  FarcdnicL,  President 

Consxmer  Fazmer  Foundation,  Inc. 

Daniel  Persons,  District  Council  #37 
Tcm  Bobbins,  Editor,  City  Limits 


Digitized  by  VjOOQ IC 


1442 


SuBan  Selfert ,  Representing  Progran  and  Kanagenest  Analysis 
Housing  Preservation  «ul  Development 

James  Sleeper,  Consultant 

Lorle  Slutsky,  Progrsn  Officer 
Nev  York  CosBsunlty  Trust 

Michael  Stegman,  Professor  of  Urban  Planning 
Uhlverslty  of  North  Carolina 

Herbert  Sturz,  Chairman 

lev  York  City  Planning  CcBsolsslon 

Betty  Terrell,  Former  Executive  Director 
Association  of  Welghborhood  Bousing  Developers 

J^ian  VlUanueva,  Vice  President 
Chemical  Bank 

Martin  Ycuzig,  Assistant  Secretary 
Consumer  Farmer  Foundation 

Barry  Zlgas,  Director  of  Legal  Action 
U.S.  Conference  of  Mayors 

Harry  DlRlenzo,  Consumer  Famer  Foundation 
f  onierly  of  Banana  Kelly 

Sldell  Khepper,  Representing  Conalssloner  Bezman 

lev  York  State  Division  of  Housing  and  Conmiunlty  Renewal 


Digitized  by  VjOOQ IC 


1443 


BOUSIBG  ROUHDTABLE* 


Jose  Acuna,  Executive  Director 
Mubatton  Valley 

J«8  Ambers  Dlrector 

Proapect  Lefferta  Gardens  Neighborhood 

Sandy  Bayer,  Director 

Task  Force  on  Clty-Cvaad  Property 

Bob  Blank,  Director 

Fl At bush  EeTelo|a«nt  Corporation 

B^cmie  Bi-cpver  Director 

Associatioii  of  Weighborhood  Boualng  Derelopers 

Maorice  Callendar,  Executire  Director 
Vest  Harlem  Group  Assistants 

Logy  Cedlna 

nenlgsdes  Houslns  Movesent 

Harriet  Cohen 

Ifllghhorbood  Antl-^son  Center 

Rol  Crouch,  Dtractor 

Pratt  Area  CaDiunity  Council 

Harry  DlRienso,  Consumer  Famer  Foundation,  foxmerly  of  Banana  Kelly 

Ga±7  Sbb  Eattn,  Executive  Director 

St.  Wicholas  Weighborhood  Preserratlon  and  Housing  Rehabilitation  Corp. 

AAlna  Johnson    Acting  Executive  Director 
Operation  Op*a  City 

fiabhl  StiBuel  Lefkovltx 

Southern  Brooklyn  Ccsosunity  Organisation 

Margaret  McHeiU,  Ezeoutive  Director 
V»et  Harlcn  Cowu^lty  Organization 

Carlcw  MfljtlneE 

e«!Dlead«B  Eovielag  Movraent 

Doug  Moritz 
Los  Sures 

John  Nettleton,  Ccnsunity  Service  Society 

Meyor  Parodnlck,  Consumer  Farmer  Foundation 

Fred  Rlngler,  Representing  People's  Firehouse 

Yvette  Sh  ifftian,  Ccmmunity  Service  Society 


Sondra  ' 

Clinton  Hcuslng  Development  Corporation 

Bon  Webster,  Director 
People's  Firehouse 

Renee  Williams 

Erasmus  Neighborhood  Federation 

•Titles  for  Affiliation  Only 


Digitized  by  VjOOQ IC 


1444 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Shiffman,  for  a 
very  important  and  impressive  presentation.  We  are  grateful  to 
you. 

There  is  just  one  thing  that  I  have  noticed.  On  page  6,  the  last 
paragraph,  you  say,  ''We  oppose  the  congressional  Imiitation  on  eli- 
gibility to  50  percent  of  the  median  income."  That  is  not  congres- 
sional. 

Mr.  Shiffman.  Well,  Congress  passed  it  last  year.  It  was  an  act 
of  Congress  limiting  it  to  50  percent  of  the  median  income.  It  is  an 
administrative  proposal  to  continue  that,  but  it  was  a  congressional 
action  last  year.  It  probably  came  from  the  Senate  side. 

Chairman  Gonzalez.  Well,  of  course,  I  think  this  came  after  we 
got  into  the  reconciliation,  if  I  remember  correctly,  but  I  don't 
think  I  am  incorrect  in  the  impression  I  had  when  I  read  this  that 
the  Congress  did  not  actuallv  mandate  the  50  percent.  It  still  re- 
ferred to  80  percent  but  said  it  may  come  in  and  compromise  be- 
tween 50  and  80  percent. 

Am  I  not  correct  on  that? 

Mr.  Shiffman.  I  stand  corrected. 

Chairman  Gonzalez.  It  just  caught  me  because  that  was  a  big 
thorn  in  my  side  all  during  that  painful  reconciliation  process  last 
year. 

Well,  without  any  further  ado,  I  am  going  to  recognize  Mr. 
Schumer.  I  should  have  given  him  a  chance  to  introduce  you  be- 
cause I  know  you  have  worked  venr  closely  together. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

We  have  heard  a  lot  of  testimony,  but  this  is  trulv  a  superb  job.  I 
mean  I  just  think  it  is  excellent.  It  will  be  extremely  helpfiil  to  me 
in  mod^ying  my  particular  part  of  the  legislation.  Some  of  your 
suggestions  I  know  you  are  making  in  a  normative,  ideal  world 
sense,  and  in  an  ideal  world  I  would  make  them  too,  but  some  of 
them  I  think  we  can  add  to  our  bill  with  very  little  political 
damage. 

As  you  know,  we  are  tr3ring  to  build  a  coalition  of  people  who 
don't  often  think  the  way  you  and  I  and  the  chairman  do»  and  we 
do  have  to  reach  out. 

What  we  have  done  with  the  20-percent  set-aside  is  to  make  it  a 
minimum.  Localities  that  apply  can  go  higher,  and  one  of  the 
things  we  will  consider  writing  m  is  some  kind  of  priority  for  proj- 
ects which  contain  a  higher  percentage  of  low  income. 

I  am  a  little  hesitant  to  mandate  more  than  20  percent.  We  are 
having  a  rough  enough  time  getting  developers,  those  who  we  hope 
to  help  us  persuade  our  counterpcuts  in  the  Senate,  and  some  of 
our  more  conservative  coUecigues  in  the  House  to  go  along  even 
with  the  20  percent.  The  same  is  true  for  tlie  15  years.  We  are  con- 
sidering esteblishing  a  priority  for  projects  which  have  a  longer 
commitment.  But  maybe  we  can  find  a  way  to  mandate  it  further. 

I  really  don't  have  any  questions.  I  think  you  have  done  an  out- 
standing job  and  one  that  is  going  to  be  very  helpful  to  me  in  craft- 
ing changes  to  the  bill.  Of  all  the  testimony  we  have  heard,  this  is 
like  food:  it  is  good  to  eat,  it  is  ^ood  to  digest.  So  thank  you,  Ron. 

Mr.  Chairman,  Ron  Shiffman  is  one  of  the  outstanding  forces  in 
New  York  City.  You  know,  we  have  our  own  versions  of  Reaffan- 
omics  in  New  York  City,  and  he  has  been  a  steadfast  fignter 
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against  those.  Maybe  one  day  his  vision  for  our  city  and  for  our 
country  will  succeed  and  the  country  will  be  a  lot  better  off. 

Chairman  Gonzalez.  I  did  not  realize  that  you  had  a  New  York 
version  of  Reaganomics.  I  thought  the  big  issue  there  was  Koch-22. 

Mr.  ScHUMER.  That  is  the  version. 

Chairman  Gonzalez.  Thank  you  for  that  because  the  record 
ought  to  show  it.  We  have  had  before  some  exposure  from  this  sub- 
committee for  Mr.  ShifTman,  I  believe.  Didn't  we  have  some  materi- 
al or  presentation  last  year? 

Mr.  Shiffman.  I  believe  so,  yes. 

Chairman  Gonzalez.  And  we  are  very  grateful.  I  sincerely  say 
that  because  in  my  opinion,  you  know,  you  hit  on  target,  and  it  is 
very  important  to  the  process  of  these  hearings  to  have  your  testi- 
mony, and  I  repeat,  we  are  very  grateful  for  your  time. 

Mr.  Schumer.  One  other  thing,  if  I  might,  Mr.  Chaimmn. 

One  of  the  areas  in  the  packs^e  where  we  really  want  to  succeed 
is^  in  keeping  public  housing  operating  subsidies  at  an  adequate 
level.  I  know  you  did  not  mention  operating  subsidies  specifically 
although  you  did  talk  about  public  housing  as  a  form  of  new  con- 
struction. As  you  may  know,  last  year,  due  to  the  chairman's  ef- 
forts we  succeeded  in  getting  not  only  the  other  side  of  the  aisle 
but  the  other  Chamber  to  agree  to  authorize  more  money  for  public 
housing  subsidies  than  either  Carter  or  Reagan  had  proposed.  This 
was  perhaps  the  only  program  where  we  met  success,  and  we  are 
going  to  make  a  strong  effort  to  do  that  again. 

I  just  feel  that  even  the  most  conservative  member  of  our  com- 
mittee can  understand  that  to  conserve  the  $65  billion  investment 
we  have  in  public  housing,  we  are  going  to  have  to  increase  operat- 
ing subsidies.  I  know  you  feel  that  way,  but  you  probably  just 
thought  we  would  all  agree. 

Mr.  Shiffman.  If  I  may  just  say,  I  would  also  like  the  record  to 
show  that  Frank  DeGiovanni,  who  is  with  me  today,  really  played 
a  major  role  in  both  the  testimony  and  in  the  development  of  the 
housing  voucher  study. 

Chairman  Gonzalez.  I  also  wanted  to  comment  on  the  fact  that 
what  you  said  with  reference  to  the  voucher  program  was  very, 
very  good.  I  think  you  presented  one  aspect  there,  and  I  said  this 
last  year  when  I  met  with  the  chairman  and  vice  chairlady  and  ex- 
ecutive secretary  when  they  said  it  would  have  to  be  limited  be- 
cause it  would  not  be  an  entitlement  program  at  all,  and  at  that 
point,  you  know,  I  realized  that  it  was  not  going  to  meet  the  prob- 
lem that  we  are  confronting  at  this  moment,  and  what  you  had  to 
say  was  very,  very  good.  I  want  to  compliment  you  on  that. 

Mr.  Shiffman.  Thank  you  again.  Thank  you  for  having  me. 

Chairman  Gonzalez.  Thank  you  again  very  much. 

The  subcommittee  stands  in  recess  until  tomorrow  morning  at 
9:30,  again  in  this  room,  2128. 

[Whereupon,  at  6  p.m.,  the  hearing  was  recessed,  to  reconvene  at 
9:30  a.m.  the  following  day,  Wednesday,  March  24,  1982.] 

[The  following  additional  correspondence  was  received  for  inclu- 
sion in  the  record:] 
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HOUSING  AUTHORITY 


P.O.  BOX  9«95 
EL  PASO.  TEXAS  7*WJ<» 


1600  MONTANA 
915  53?  '>678 


ftl 

Ul 
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MARCH  22,  1982 


HOUSE  SUBCXJMMITTEE  ON  HOUSING  AND 

CO^nJNITY  DeVELOP^€NT 
RAYBURN  HOB  -  «2252 
WASHINGTON,  D.  C.     20515 

ATTENTION:  GAIL  JO  BEAGLE 

DEAR  MS.  BEAGLE: 

THANK  YOU  FOR  THE  INFORMATION  PERTAINING  TO  H.B.  5731;  WE  HAVE  IT 
UNDER  STAFF  REVIEW  FOR  O^tCNT. 

I  AM  ENaOSING  WRITTEN  TESTIMONY  FOR  EACH  MEMBER  FOR  INCLUSION  IN 
YOUR  HEARINGS.   HOPEFULLY,  A  COMPROMISE  CAN  BE  WORKED  OUT  WITH 
!>€.   ADMINISTRATION. 

WE  WOULD  APPRECIATE  ANY  ASSISTANCE  IN  HAVING  HUD  COWIT  ITS  FFY  1982 
FUNDS,  AS  THE  EPHA  HAS  A  NINE  (9)  MILLION  DOLLAR  REQUEST  FOR  RENO- 
VATION OF  T>«EE  C3)  COMPLEXES  AT  HUD/DALLAS  AREA  OFFICE. 

TWWK  YOU  FOR  YOUR  CONSIDERATION  AND  COOPERATION. 

SINCERELY, 


SALVADOR  F. 
EXECUTIVE  DIRECTOR 

SFC/LA 
ENCLS. 
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MARCH  19,  1982 

WRITTEN  STATEFCNT  OF  SALVADOR  F.  CANCHOLA,  FW1 

EXECUTIVE  DIRECTOR,  HOUSING  AUTHORITY  OF  THE  CITY  OF  EL  PASO,  TEXAS 
(EPHA)  SINCE  APRIL  29,  1980,  AND  FORMER  EXECUTIVE  DIRECTOR,  BROWNSVILLE, 
TEXAS,  HOUSING  AUTHORITY,  JULY  1,  197't,  TO  MAY  30,  1980 

PRESENTED  JOINTLY  TO  THE  (A)  SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPfCNT 
COMMITTEE  ON  BAMCING,  FINANCE  AND  URBAN  AFFAIRS;  AND  (B)  COMMITTEE  ON  THE  BUDGET. 

1.   THE  CURRENT  CRISES  IN  ASSISTED  HOUSING  AK)   HUD-RELATED  PROGRAMS 
HAVE  BEEN  CAUSED  BY  ESCALATING  INFLATION,  SOCIAL  PROGRAMS  AK)  WELFARE  RUNNING 
AMUCK  SINCE  THE  MID-1960'S  WITH  A  BAND-AID  APPROACH  FOR  PROBLEM  SOLVING  COMBINED 
WITH  A  STOP-AND-GO  APPROACH  TO  PRODUCTION.   WELFARE  AND   SOCIAL  CHANGE  CONCEPTS  ; 
FOSTERED  A  MENTALITY  OF  TRYING  TO  BE  ALL  THINGS  TO  ALL  PEOPLE  AT  ALL  TIMES,  AS 
IN  PRE-IS/**  NEW  YORK  CITY.   THIS  LED  TO  THE  PASSAGE,  IN  1969,  OF  THE  BROOKE 
AMENDMENTT  WHICH  LIMITED  T^C  RENTS  CHARGEABLE  TO  RESIDENTS  IN  HUD-ASSISTED  PROGRAMS; 
BUT,  MOST  I^f>ORTANT,  WAS  THE  SALIENT  EFFECT  OF  ELIMINATING  MINIMUM  RENTS,  WHICH, 
IN  1969,  AVERAGED  $2'*. 00  PER  UNIT  MONTHLY.   THIS  CREATED  THE  "ZERO"  AND  "YCGATIVE" 
RENT  CATEGORY  FOR  WELFARE  RECIPIENTS,  OR  THOSE  LARGER  FAMILIES  WITH  LITTLE  IN- 
COME.  THE  ECONOMIC  PICTURE  AND  FISCAL  STABILITY  FOR  PUBLIC  HOUSING  AUTHORITIES 
HAVE  BEEN  STEADILY  DOWhHILL  AS  THE  FINANCIAL  FLOOR  WAS  REMOVED.  WHATEVER  LEGIS- 
LATION IS  ADOPTED  IN  1982,  EITHER  THROUGH  A  NEW  HOUSING  ACT,  APPROPRIATION  OR 
BUDGET,  I  WOULD  RECO^t€ND  FIRST  AND  FOREMOST  THAT  A  MINIMUM  RENT  BE  ESTABLISHED 
OF  AT  LEAST  SIXTY  DOLLARS  ($60.00)  MONTHLY  EFFECTIVE  JANUARY  1,  1983.   FURTHER, 
THAT  MINIMUM  RENTS  BE  ADJUSTED  ON  A  NATIO»^IDE  BASIS  USING  THE  ECONOMIC  FACTORS 
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CANCHOLA 
PAGE  2 


CURRENTLY  USED  TO  COMPUTE  FAIR  MARKET  RENTS  OR  INCOME  LIMITS.   BY  USING  THE 
NATIONAL  LEASED  HOUSING  ASSOCIATION'S  FEASIBILITY  STUDY  FOR  "30%  OF  INCOME  FOR 
FAMILIES  THAT  EARN  80%  OF  MEDIAN  INCOME  FOR  SELECTED  CITIES",  THE  FOLLOWING 
PERCENTAGE  VARIANCE  FROM  A  NATIONAL  AVERAGE  HAS  BEEN  CALCULATED: 


EAST         % 

BOSTON  +19 

NEWARK  +3*4 

PITTSBURGH  +  6 

PROVIDENCE  +  2 


MIDWEST 

% 

SOUTH 

1 

COLUMBUS 

+  2 

BIRMINGHAM 

-13 

INDIANAPOLIS 

+  6 

NASHVILLE 

-  6 

MADISON 

+11 

SAN  ANTONIO 

-15 

MII^CAPOLIS 

+17 

WEST  % 

LOS  ANGELES  +12 

SALT  LAKE  CITY  +  5 

SEATTLE  +28 


THE  MINIMUM  RENT  FLOOR  UNDER  HUD  SUBSIDIZED  PROGRAMS  WOULD  NOT  INSURE  FIN/^JCIAL 
STABILITY,  BETTER  MANAGEMENT,  OR  IMPROVED  LIVING  CONDITIONS  BUT  PRESSURE  WOULD  BE 
TAKEN  OFF  THE  WORKING  POOR  WHO  SUPPORT  AND  CARRY  THE  LOAD  FOR  ASSISTED  HOUSING*. 

2.   ASSISTED  HOUSING  IS  CAUGHT  IN  A  TUG-OF-WAR  BETWEEN  ThC  ADMINIS- 
TRATION WHICH  WANTS  TO  ELIMINATE  ALL  LONG-TERM  COMMITMENTS  (PUBLIC  HOUSING,  SECTION 
8/NEW  CONSTRUCTION,  ETC.),  AND  A  CONGRESS  WHO  STILL  ADHERES  TO  THE  PRECEPTS  UNDER 
THE  GREAT  SOCIETY.   UNFORTUNATELY,  LEGISLATORS  MUST  ESTABLISH  POLICY  FOR  FIFTY 
(50)  STATES  THAT  DOES  NOT  ALLOW  ENOUGH  FLEXIBILITY  FOR  LOCAL  CONDITIONS  WHICH 
VARY  FROM  HOUSTON,  WHERE  EVERYTHING  IS  BOOMING;  TO  DETROIT,  AN  AREA  ON  THE  ROPES; 
TO  MIAMI,  A  CITY  SUFFERING  FROM  CRIME  AND  irWIGRATION;  TO  EL  PASO,  SUFFERING 
FROM  A  POOR  ECONOMY  ALONG  THE  MEXICAN  BORDER.   THEREFORE,  MY  SECOND  RECOI^€NDATION 
IS  FOR  A  BLOCK  GRANT  ALLOCATION  FOR  ASSISTED  HOUSING  PROGRAMS  TO  INCLUDE  THE 
CURRENT  FUNDING  MECHANISMS  IN  EXISTENCE  (I.E.,  LOW  RENT  HOUSING,  HAPP/EXISTING, 
NEW  CONSTRUCTION,  MODERATE  REHABILITATION,  SUBSIDY,  MODERNIZATION,  ETC.),  PLUS 
ANY  NEW  PRODUCTION  PROGRAMS.   THE  PRECEPT  OF  REAGANOMICS  IS  "RETURNING  CHOICE  TO 
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THE  STATES  A^4D  CITIES",  BUT  WITH  THE  ADMINISTRATION'S  ATTITUDE  OF  RECISSION  OF  CUR- 
RENT COMMITMENTS  AND  ONLY  THE  NEW  MODIFIED  VOUCHER  SYSTEM  BEING  FUNDED  ARE  ALL  TOO 
REALISTIC  THROWBACKS  TO  THE  1973  NIXON  MORATORIUM  AND  1975  HUD  POSITION  OF  SECTION 
8  BEING  THE  "ONLY  GAME  IN  TOWN." 

3.   THE  RECISSION  OF  THE  DAVIS-BACON  WAGE  RATE  SCHEDULE  FOR  HUD-ASSISTED 
HOUSING  WOULD  NOT  ONLY  LOWER  CONSTRUCTION  COSTS,  BUT  MAKE  WORK  MORE  COMPETITIVE. 
NATURALLY,  SUCH  A  MOVE  WOULD  BE  VIGOROUSLY  OPPOSED  IN  UNION  ORIENTED  AREAS,  BUT 
THE  EDGE  IN  PRODUCTION  AND  EMPLOYMENT  MUST  CERTAINLY  BE  REGAINED  TO  MAKE  CON- 
STRUCTION A  VIABLE  TOOL  TO  REDUCE  UNEMPLOYMENT. 

h.      THE  DEMOLITION  OF  5,000  UNITS  OF  HOUSING,  AS  PROPOSED  BY  THE  ADMINIS- 
TRATION, COULD  BE  ACCOMPLISHED  READILY  BY  RETURNING  PUBLIC  HOUSING  COMPLEXES  WITH 
PAID  UP  ANNUAL  CONTRIBUTION  CONTRACTS  TO  THE  CONTROL  AND  OWNERSHIP  OF  THE  HOUSING 
AUTHORITY  INSTEAD  OF  RETAINING  THEM  UNDER  HUD'S  CONTROL  WITH  NEW  ACC'S  THAT  WERE 
PREDICATED  ON  SUBSIDY  FUNDS.   A  CASE  IN  POINT  BEING  TEX  7-1,  BUENA  VIDA,  150  UNITS, 
TEX  7-2,  BOUGAINVILLEA,  t+g  UNITS,  AND  TEX  7-3,  VICTORIA  GARDENS,  i*S   UNITS,  IN 
BRCWNSVILLE,  TEXAS,  WHICH  HAD  PAID  ACC'S  IN  MARCH,  1981,  BUT  REMAIN  UNDER  ACC 
ALTHOUGH  THEIR  INCOME  IS  $110.00  PER  UNIT  MONTHLY  AND  EXPENSES  ARE  $97.00.   HUD 
RETAINED  CONTROL  OF  THESE  COMPLEXES,  WHICH  EQUAL  5%  OF  THE  ADMINISTRATION'S  TARGET 
LIST  FOR  DEMOLITION  TO  PREVENT  LOSS  OF  UNITS  AND  NEED  FOR  MANAGEMENT  REVIEW 
PERSONNEL.   NATURALLY,  THERE  ARE  MANY  PAID  OUT  COMPLEXES  WHICH  ARE  FACING  ECONOMIC 
CALAMITY  AND  PHYSICAL  DESTRUCTION.   THESE  UNITS  SHOULD  BE  RETURNED  TO  THE  LOCAL 
GOVERNMENT  FOR  DEMOLITION,  SALE  OR  SOME  TYPE  OF  URBAN  HOMESTEADING,  BUT  ON  A  CASE- 
BY-CASE  BASIS. 

5.   THE  UNTIMELY  DELAY  IN  ALLOCATION  OF  FUNDS  BY  THE  ADMINISTRATION  AND 
HUD  CAUSES  A  BACKUP  OF  PROGRAMS  AND  WORK  PERFORMANCE  WITH  HURRY-UP-AND-WAI T  BEING 
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■me  RESULTA^f^  attitude,  toward  the  end  of  the  federal  fiscal  year,  funds  are 

DISBURSED  WITH  AN  EXTREMELY  SHORT  TIME  FRAME,  WITH  POOR  PERFORM'VNCE  AND  SLOPPY 
ALLOCATION  BECOMING  A  SELF-FULFILLING  PROPHECY.   I  RECO^t€ND  DISBURSEMENT  OF 


FUNDS  ON  A  TIMELY  BASIS,  AND  PUBLISHING  OF  ALLOCATIONS,  REGULATIONS,  ECONOMIC 
FACTORS,  ETC.,  NOT  LATER  THAN  OCTOBER  1  FOR  THE  ENSUING  FEDERAL  FISCAL  YEAR. 
HUD'S  ATTITUDE  OF  PRODUCTION  ON  A  SLOW  TRACK  BASIS  AND  REWARD  OF  NON-PERFORMANCE 
SHOULD  BE  ELIMINATED,  BOTH  INTERNALLY  AND  IN  DEALING  WITH  OUTSIDE  AGENCIES. 

6.   THE  INSTALLATION  OF  UTILITY  CHECKMETF.RS,  WHERE  FEASIBLE,  WILL 
REDUCE  GLUTTONOUS  CONSUhfTION  AND  INSTILL  IN  RESIDENTS  A  DESIRE  FOR  CONSERVATION. 
UNDER  THE  PERFORMANCE  FUNDING  ^BIDY  (PFS)  FACTORS  FOR  ASSISTED  HOUSING, 
UTILITIES  WERE  A  FULLY  REIMBURSABLE  ITEM. 

MR.  CHAIRMAN,  I  WILL  GLADLY  PRESENT  ADDITIONAL  INFORMATION  IN  PERSON 
OR  WRITTEN  UPON  THE  COMMITTEE'S  REQUEST.   IN  CLOSING,  HOUSING  AUTHORITIES  ARE 
NO  DIFFERENT  THAN  FAMILIES,  BUSINESSES  OR  INDUSTRIES  AND  MUST  INCREASE  THEIR 
INCOME  TO  OFFSET  EXPENSES,  OR  FACE  FORECLOSURE  AND  BANKRUPTCY. 


««««« 
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H0U8MQ  AUTHORITY  OF  QLOUCeSTER  COUNTY 


ntMrnB-mtrnt 


March  2M,   1982 

MCMAROE^PNUM 

0iPHomo  L  aMffH  HO.  ^wa 

RUMCil  &  MAYLOW 

The  Honorable  Henry  B.  Gonzalez 

Member  of  Congress 

Chairman,  Subcommittee  on  Housing  and 

Community  Development 

£352  lUyburn  House  Ofrioe  Building 

Washington,  D.C.  20510 

RE:  Special  Report  on  Section  8  Moderate  Rehabilitation 
Housing  Program 
Glouc eater  County  New  Jersey  Housing  Authority 

Dear  Congressman  Gonzalez: 

The  Section  8  Moderate  Heha bill tat Ion  Program  is  a  unique  program  which  simul- 
tanlously  oeets  several  objectives   First,  the  program  provides  standard  rental 
housins  for  low  to  i&oderate  IncooK  tenants  vlth  the  recipients  paying  a  reasonable 
portion  of  their  incooe,  25%     towarda  the  cost  of  their  housing   Secondly  the 
program  revitalises  neigh bdrhooda  ^y  acting  As   A  cataXygt  to  encfiurage  other  owners 
to  improve  their  property   Thirdly  the  program  upgrades  individual  units  making 
them  viable  t^x  produ<;ing  dwellings  within  their  respective  communities.  Fourth, 
the  program  prevents  the  spread  of  housing  deterioration. 

The  Housing  Authority  of  Gloucester  County  in  New  Jersey  has  successfully 
adfqinij^tered  this  oottplet  but  workahle  program,   to  date  9^  rental  units  have  been 
rehabilitated.   The  work  whlcri  haa  h#an  {completed  has  made  sign! fl cant  improvements 
in  the  housing  stock.  Include^!  under  the  scope  of  work  undertaken  are  the  following 
improvements : 

Plumbing  improveDenta ,  electrical  improvements,  new  and  upgraded  heating  systems, 
re-roof ing,  structural  repairs,  siding  installation  Insulation  and  weather! u- 
tion  window  repair  and  replacement,  storm  windows  and  new  doors  and  new  or 
linproved  kitchens  and  baths. 

The  financing  for  these  units  has  principally  originated  from  private  financial 
inatitutlons   The  total  amount  of  capital  utilized  for  rehabilitation  and  refinancing 
has  exceeded   ?  million  dollars   Included  in  th?  figure  are  coBmunlty  development 
fVnds  and  owner  Investment   Cooounity  Development  PrcgrBbs  have  contrXhuted  apprO]elaBt«ly 
♦38  000  in  grants  and  the  property  oynera  have  invested  approximately  $77  OOO  in  personal 
funds   Well  over  slity  percent  of  the  remaining  i  1  million  dollars  raised  through 
the  private  banking  system  has  been  used  for  rehabilitation   This  figure  oiuunts  to 
$687,000  which  averages  out  to  approximately  $7,200  per  unit.  The  remaining  $M13,000 
has  been  used  to  refinance  poorly  structured  debt. 
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All  rehabilitated  units  under  Housing  Assistance  Payments  Contracts  are  occupied. 
The  average  monthly  cost  to  the  Housing  Authority  through  rental  subsidies  is  $240.00 
per  unit  per  month.  We  feel  this  is  a  very  low  cost  for  providing  assisted  housing 
in  comparison  to  new  construction  or  substantial  rehabilitation. 

This  office  is  constantly  surveying  the  local  housing  stock  through  the  Section 
8  Existing  Program  and  the  Moderate  Rehabilitation  Program.  There  is  very  obviously 
a  need  for  upgrading  rental  units  which  otherwise  will  remain  in  disrepair,  under 
utilized,  be  non-tax  producing  and  a  blighting  influence  in  their  communities.  It 
is  very  clear  through  our  detailed  financial  analysis  of  the  units  submitted  to  the 
Authority  that  upgrading  would  not  occur  without  the  Moderate  Rehabilitation  Program. 
For  rehabilitation  to  take  place  the  owner's  total  costs  must  be  covered  under  tb« 
rents  which  seldomly  can  occur  in  today's  market  given  the  current  interest  rates  and 
the  cost  of  rehabilitation. 

It  is  the  position  of  this  office  that  the  Moderate  Rehabilitation  Program  is  a 
viable,  cost  effective  program  which  should  not  be  under  funded  or  discontinued. 

We  are  willing  to  provide  more  specific  information,  photographs  and  other  data 
or  personally  relate  our  experiences  in  housing  rehabilitation  through  the  Moderate 
Rehabilitation  Program  if  you  so  desire. 

Please  feel  free  to  contact  me. 

Very  truly  yours, 


Frank  C.  Cossaboon 
Executive  Director 
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Virgin  btandi  Houskig  Authority 

Pwt  Office  Box  ♦'••• 

Charlotis  Amalie 

St.ThoinM.U.S.  Virgin  Isiandi  00801 

Telephone  809  774-2741 

Office  of  Executive  Director 


March  4,  1982 


Gerald  R.  McMurray 

Staff  Director 

Subcommittee  -  Housing  &  Community  Development 

Committee  on  Banking,  Currency  and  Housing 

U.S.  House  of  Representatives 

2129  Rayburn  Building 

Washington,  D.C.   20515 

Dear  Mr.  McMurray: 

I  would  like  to  take  this  opportunity  on  behalf  of  the  Board 
of  CcOTmissioners  and  myself  to  express  our  sincere  apprecia- 
tion for  taking  the  time  to  meet  with  us  on  February  1,  1982 
to  discuss  matters  of  vital  concern  regarding  the  Virgin 
Islands  Housing  Authority. 

The  meetings  with  you  and  other  HtJD  Officials,  both  in  Washington, 
D.C.  and  New  York,  proved  productive  and  our  Position  Paper  was 
well  received. 

We  are  pleased  that  you  are  considering  placing  the  VIHA  Position 
Paper  in  the  Legislative  Record  and  we  are  willing  to  testify  or 
provide  any  additional  information  that  you  may  require. 

Again  tha/.k  you  for  extending  to  us  the  opportunity  to  discuss 
our  mutual  concerns.   In  the  near  future  I  will  be  forwarding 
copies  of  our  latest  Annual  Report  and  "Housing  At  A  Glsuice," 
an  informative  handbook  on  the  housing  communities  owned  and 
operated  by  the  Virgin  Islands  Housing  Authority. 

Thank  you  for  your  interest  and  cooperation. 

Sincerely, 


FW/cas 

end:  VIHA  Position  Paper 


94-931    0    -    82    -    U3 
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VIRGIN  ISLANDS  HOUSING  AUTHORITY 

POSITION  PAPER 

The  Virgin  Islands  Housing  Authority  provides  more  housing 
per  capita  than  any  other  PHA  in  the  Nation.  Approximately  21% 
of  the  Territorial  population  reside  in  housing  communities 
operated  by  this  Authority. 

Proposed  decreasing  reliance  of  Federal  financial  support, 
coupled  with  the  unique  problems  here  in  the  Virgin  Islands  hin- 
der the  Authority  in  carrying  out  its  major  objectives  of  operating 
on  a  sound  efficient  basis  while  providing  adequate  services  to 
tenants. 

This  paper  will  look  at  the  Virgin  Islands  Public  Housing 
Progreon  as  it  exists  today  and  try  to  bring  into  focus  some  of  the 
major  issues  confronting  the  PHA. 

Background 

The  Virgin  Islands  Housing  Authority  (VIHA)  is  a  public  housing 
corporation  that  operates  under  the  provisions  of  the  U.S.  Housing 
Act  of  1937,  as  amended,  and  the  Virgin  Islands  Code.   The  birth  of 
the  VIHA  dates  as  far  back  as  1941  when  the  municipal  councils  of 
both  St.  Thomas/St.  John  and  St.  Croix  passed  an  ordinance  creating 
municipal  housing  authorities  for  each  island.   Bill  No.  5,  passed 
by  the  Virgin  Islands  Legislature  in  1949,  incorporated  the  munici- 
pal housing  authorities  into  a  single  agency  (VIHA)  with  tri-island 
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jurisdiction.   In  1962,  Act  No.  903  of  the  Virgin  Islands  Legisla- 
ture provided  for  an  amiable  judicial  separation,  with  the  Virgin 
Islands  Housing  Authority  once  again  acknowledged  by  its  given  name 
of  1941. 

The  Housing  Authority  is  governed  by  a  Board  of  Commissioners 
consisting  of  seven  (7)  members  who  are  appointed  by  the  Governor 
of  the  Virgin  Islands  and  confirmed  by  the  Legislature  for  three  (3) 
terms  and  so  staggered  that  the  terms  of  two  commissioners  expire  on 
January  1st  of  each  year.   In  accordance  with  Title  29,  Section  32 
of  the  V.I.  Code,  two  (2)  of  the  Commissioners  shall  be  tenants  of 
public  rental  housing  projects,  one  (1)  of  which  tenant  shall  ^  a 
resident  of  St.  Croix,  and  the  other  of  which  shall  be  a  resident  of 
St.  Thomas. 

Pursuant  to  the  V.I.  Code,  Title  29,  Section  33,  the  Commissioner 
of  the  Department  of  Housing  and  Community  Renewal  serves  as  Chairman 
of  the  Board  of  Commissioners  of  the  Virgin  Islands  Housing  Authority. 
Regular  Board  meetings  are  scheduled  for  the  third  Wednesday  in  each 
month.   Special  Board  meetings  are  held  as  required  throughout  the 
year.   All  Board  meetings  are  usually  held  at  the  VIHA  Central  Office 
at  Estate  Anna's  Retreat  in  St.  Thomas,  and  at  the  John  F.  Kennedy 
Terrace  in  Christizinsted,  St.  Croix,  and  are  open  to  the  public. 

The  VIHA  is  empowered  with  the  responsibility  for  planning, 
financing,  constructing,  maintaining,  and  managing  public  housing 
developments  on  the  islands  of  St.  Thomas,  St.  John  and  St.  Croix, 
to  include  5,176  units  and  comprising  approximately  15%  of  the  total 
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territorial  housing  stock.   By  virtue  of  its  ownership  in  these 
properties,  the  VIHA  is  the  largest  "Landlord"  in  all  the  islands 
and  by  necessity,  must  perform  all  the  functions  of  a  private  o«mer 
(rent  collection,  leasing  of  units,  and  maintenace) ,  in  addition 
to  providing  an  increasing  variety  of  social  services  to  the  20,295 
residents  of  low-rent  public  housing  developments,  approximately 
21%  of  the  total  territorial  population. 


The  following  are  the  issues  which  will  be  addressed: 

1 .   The  Performance  Funding  System  (PFS)  ^ 

The  Performance  Funding  System  provides  the  current  formula 
for  determining  a  PHA's  rate  of  subsidy  and  is  the  basic  tool  for 
attempting  to  make  up  the  difference  between  the  2uaount  of  rent  a 
resident  pays  for  a  unit  and  the  cost  to  the  Authority  for  operating 
it. 

The  Virgin  Islsuids  Housing  Authority  is  excluded  from  the 
Performance  Funding  System  by  Congressional  action.   The  Management 
Review  conducted  in  April  1980  by  officials  from  the  Area,  Regional 
and  HUD  Central  Office  clearly  conceded  that  the  Virgin  Islands 
Housing  Authority's  exclusion  from  the  non-PFS  formula  adversely 
affects  our  operations. 

Utilities  and  other  costs  beyond  the  control  of  the  Author- 
ity contributable  to  unique  circumstances  may  be  considered  for 
supplemental  operating  subsidy  funding  according  to  FR  7475.13,  Sec- 
tion 890.108(d).   The  Regional  Administrator's  letter  of  February  13, 
1981  states  that  HUD  has  developed  a  revised  formula  which  will 
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include  uncontrollable  costs.   Recent  conversations  with  Regional 
representatives  have  indicated  that  the  new  formula  has  not  been 
finalized. 

The  VIHA  has  scheduled  a  meeting  with  the  Area  HUD  Office 
in  Hato  Rey,  Puerto  Rico,  to  discuss  the  requisitioning  of  funds. 
We  are  desirous  of  obtaining  the  formula  currently  being  used  to 
determine  our  operating  subsidy  and  the  amount  of  operating  funds 
that  will  be  made  available  to  us  for  1982. 

For  Fiscal  Year  1981,  the  VIHA  requested  an  operating  sub- 
sidy of  $5,747,260  and  received  operating  subsidy  of  $2,968,828. 
The  Authority  is  requesting  em  increase  to  $5,096,370  for  1982. 
These  subsidies  are  urgently  needed  to  maintain  the  fiscal  viability 
of  the  Authority.   If  HUD  follows  the  same  pattern  of  funding  as  for 
1981,  we  can  expect  an  increase  of  10%  in  operating  subsidy.   We 
feel  that  in  order  to  become  more  efficient,  our  budget  should  re- 
flect our  actual  needs;  however,  if  we  are  unable  to  obtain  adequate 
subsidy,  cutbacks  would  be  implemented  as  necessary. 

We  are  aware  that  the  stringent  fiscal  restraints  generated 
by  President  Reagan's  Economic  Policies  may  not  allow  a  subsidy  in 
excess   of  10%  for  1982;  however,  consideration  must  be  given  to  a 
more  realistic  inflation  rate  in  the  Virgin  Islands,  which  according 
to  the  HUD  Area  Office  Economist  is  between  18-20%.   For  this  reason, 
this  Authority  contends  that  the  application  of  a  national  operating 
subsidy  rate  of  9.88%,  as  utilized  in  granting  1981  subsidies  is 
inequitable. 
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2.    Utility  Costs 

The  Virgin  Islands  Housing  Authority  provides  water  at 
no  charge  to  the  residents.   Residents  pay  for  electricity  and 
gas.   This  utility  allowance  is  deducted  from  gross  rent.   This 
utility  schedule  is  the  primary  reason  for  negative  rents  wherein 
the  Authority  is  obligated  to  reimburse  the  residents. 

The  PFS  Section  890.110(c)  addresses  "severe  finamcial 
crisis'*  from  utility  rate  increase  wherein  the  Authority  furjiishes 
all  utilities.  There  is  no  consideration  given  to  the  loss  of 
income  due  to  utility  rate  increase  which  results  in  contract  rents 
of  zero  or  negative  rents.   The  estimated  dwelling  rental  loss  of 
$737,880  projected  for  1982  clearly  warrants  some  special  considera- 
tion from  HUD.   The  financial  crisis  resulting  from  the  forthcoming 
revised  utility  schedule  is  as  much  a  cost  beyond  the  Authority's 
control  as  the  financial  crisis  resulting  from  a  utility  rate 
increase  wherein  the  Authority  paid  for  the  utilities. 

a.   Water 

For  Fiscal  Year  1982,  the  Authority  is  requesting  $1,611,051 
from  HUD  to  purchase  water.  Water  is  purchased  by  VIHA  from 
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Cost  Per  Thousand 
Cost  Per  Ton  Gallons 


Government  of  the  V.I. 

$  2.13 

$   8.50 

Donoe  Water  Services 

1.35 

5.40 

S.E.  Harthman 

1.50 

6.00 

Aquarian  Systems,  Inc. 

1.50 

6.00 

Demco,  Inc. 

3.50 

14.00 

The  water  expenditures  for  1981  approached  $1,239,300. 
Since  the  Government  of  the  Virgin  Islands  has  just  increased 
the  price  of  water  from  $6.50  to  $8.50  per  thousand  gallons, 
we  anticipate  a  similar  30%  increase.  A  further  increase  «Ln 
the  price  of  water  during  1982  is  also  expected  later  in  the 
year. 

Another  vital  factor  that  increases  the  cost  of  water 
expenditures  has  been  the  recent  elimination  of  water  rationing 
which  has  drastically  increased  the  quantity  of  water  now  being 
consumed  by  VIHA*s  resident  population.   The  residents  could 
not  use  what  was  not  there  to  use.   However,  with  the  full 
availeUaility  of  water,  usage  has  increased  dramatically. 
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b.   Electricity 

For  1982,  the  Authority  projects  electricity  expenditures 
of  $372,000  which  is  a  nine  percent  (9%)  increase  over  the  1981 
expected  expenditures  of  $342,000.   The  prime  reason  for  the 
continual  increase  in  this  expense  is  the  fuel  escalator  adjust- 
ment used  in  billing. 

The  rate  changed  by  the  V.I.  Water  and  Power  Authority  varies 
depending  on  the  fuel  escalator  adjustment.   The  fuel  escalator 
adjustment  is  added  to  each  bill  depending  on  what  the  Water  and 
Power  Authority  pays  for  the  oil  to  make  the  electricity.   Water 
and  Power  Authority  has  been  having  problems  with  its  more^ effi- 
cient plants  and  has  been  forced  to  use  the  less  efficient  but 
more  fuel  consuming  plants.   This  most  naturally  results  in  a 
higher  fuel  escalator  adjustment. 

The  January  1982  charges  for  electricity  are  as  follows: 

Customer  Charge  Per  Month 

Residential  Commercial 

Single  Phase   -  $  2.73  Single  Phase  -  $  2.68 

Three  Phase   -  7.45  Three  Phase  -  9.71 

First  200  KWH  -  0.0900  P/KWH  First  1000  KWH  -  0.1156  P/KWH 

Over  200  KWH   -  0.0741  P/KWH  Over  1000  KWH  -  0.0974  P/KWH 

The  Fuel  Escalator  Adjustment  for  January  1982  for  both  Resi- 
dential and  Commercial  rates  is  $0.060427  X  KWH. 

Also  there  is  a  correlation  in  the  increased  utilization  of 
electricity  due  to  increases  in  lighting  for  safety  amd  security 
of  our  residents,  and  for  the  recreational  facilities  that  are 
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used  at  night  contribute  towards  increasing  this  cost. 

The  electricity  charges  here  in  the  Virgin  Islands  are 
higher  than  any  throughout  the  Nation.   The  projected  1982 
electricity  cost  of  $372,000  already  mentioned  is  for  the 
Authority's  "in-house"  operation  only.  When  these  same  rates 
are  applied  to  the  Utility  Allowance  Schedule,  the  Authority  is 
faced  with  a  perilous  financial  situation. 

Residents  pay  for  electricity  and  gas  which  are  considered 
in  the  following  utility  allowance  which  is  deducted  from  the 
gross  rent.   It  should  be  noted  that  the  schedule  was  revised 
in  1980  and  will  increase  drastically  when  the  new  Federal 
Policy  relative  to  the  method  by  which  a  PHA  determines  tenant 
utility  allowance  eunounts  is  adopted  by  this  Authority  in  the 
near  future.   The  1981  revision  was  held  in  abeyance  until  the 
new  regulations  were  issued  by  HUD. 

Conventional  Low-Rent  Public  Housing  -  Virgin  Islauids 
Allowance  for  Tenant  -  Furnished  Utilities 

Total  Monthly  Allowances 
(All  Totali~ Include  General  Purpo¥e  Electric) 

Electric  Ooolcing  Elec.  Oobking   Gas  Oooklng    Geus  Oocking 
No.  of        with        without        with        without 
Bedrooms    V«iter  Heater    Water  Heater   Water  Heater   V«iter  Heater 


0-BR 
1-BR 
2-BR 
3-BR 
4-BR 
5-BR 


35.00 
46.00 
58.00 
69.00 
87.00 
98.00 


25.00 
33.00 
41.00 
49.00 
61.00 
70.00 


34.00 
45.00 
56.00 
66.00 
82.00 
92.00 


24.00 
32.00 
39.00 
46.00 
56.00 
64.00 
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The  following  data  is  a  ssunpling  o£  the  electrical  sampling 
(gas  not  included)  for  the  first  six  months  of  1981  for  the  VIHA 
Housing  Projects  on  St.  Thomas.   (The  island  of  St.  Croix  with 
the  same  niimber  of  units  reflect  approximately  the  same  consunp- 

tion  figures.) 

ELECTRIC  CONSUMPTION  DATA 
JAN  -  JUN  '81 
VIHA  PROJECTS 

PAUL  M.  PEARSON/OSWALD  HARRIS  COURT 
(V.I.  1-1)  (V.I.  1-5) 


Month 

Customers 
^  Billed 

Average 
KWH/Bill 

Total  KWl 

Jan 

481 

268 

131.052 

Feb 

481 

221 

106,301 

Mar 

484 

222 

107,448 

Apr 

491 

180 

88.380 

May 

494 

210 

103,950 

Jim 

495 

217 

107.415 

Totals  2.934 

1.318 

644,542 

Averages   (  489) 

l^^ll 

(107.424) 

BERGS  HOME 
(V.I.  1-4A) 

Jan 

Based  on 

246 

12.300 

Feb 

figure  of 

252 

12,600 

Mar 

50  pro- 

221 

11.050 

Apr 

vided  by 

225 

11,250 

May 

VIHA 

445 

22.250 

Jun 

220 
1.609 

11.000 

Totals 

80,450 

Averages   (59) 

(  268) 

(13,408) 

$44.96 

Note:  The  average  monthly  electric  bill  for  each  project  differs 
because  of  the  bedroom  sizes  and  whether  cooking  is  by  gas 
or  electricity. 
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M.J.  KIRWAN  TERRACE 
(V.I.  1-7) 

Mont 

Customers 
h       Billed 

132 

Average 
KNH/Bill 

309 

Total  KWH 

Jan 

40,788 

Feb 

131 

250 

32,750 

Mar 

131 

249 

32.619 

Apr 

132 

275 

36,300 

May 

132 

236 

31,152 

Jun 

132 

261 

34.452 

Totals   790 

1,580 

208,061 

Averages   (132) 

(  263) 
$43.87 

(34.677) 

BERGS 
(V.I. 

HOME  ADDITION 
1-9) 

Jan 

Based  on 

246 

5.904 

Feb 

figure  of 

252 

6.048 

Mar 

24  pro- 

221 

5.304 

Apr 

vided  by 

225 

5,400 

May 

VIHA 

445 

10.680 

Jun 

220 
1.609 

5.280 

Totals 

38.616 

Averages   (24) 

(  267) 

(6.436) 

$44.44 
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LUCINDA  MILLIN  HOME 
(V.I.  1-11) 

Mont 

Customers 
h       Billed 

84 

Average 
KWH/Blll 

230 

Total  KWH 

Jan 

18,630 

Feb 

It 

102 

8.568 

Mar 

M 

90 

7.560 

Apr 

II 

90 

7.560 

May 

II 

90 

7.560 

Jun 

■1 

101 

8.484 

Totals 

504 

703 

58.362 

Averages 

(84) 

(117) 
$21.48 

(9.727) 

TUTU  HIGH  RISE  APARTMENTS 
(V.I.  1-16) 


Jan      Based  on  573  229.200 

Feb      figure  of  353  141.200 

Mar      400  pro-  489  195.600 

Apr      vided  by  401  160.400 

May      VIHA  333  133.200 

Jun          371  148.400 

Totals     -  2.520  1.008,000 

Averages          (400)  (420)  (   168.000) 
$66.52 
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ixsnc  fnjECT 

cv,i 

,   1-17) 

Cosrsoers 
MonlA                Silled 

Average 
1CS&/B11I 

Total  IMS 

Jan 

292 

518 

151.256 

Feb 

293 

364 

106.652 

Kar 

299 

338 

101.062 

Apr 

300 

411 

U3.300 

y^y 

296 

325 

96.200 

Jtjd. 

295 

351 

103.545 

Totals     1776 

2.307 

682.015 

Averages      (296) 

(384) 
$61.32 

(113,669) 

BOVOTI 

(V.I. 

1-19) 

Jan 
Feb 
Kar 
Apr 
!lay 
Jim 

Based  on 

figure  of 
364  pro- 
vided by 
VIHA 

596 
469 
491 
455 
477 
441 

216,944 
170,716 
178,724 
165,620 
173.628 
160.524 

Totals 

2.929 

1,066,151 

Averages    (364) 

(  488) 
$76.34 

(  177.693) 
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WARREN  E.  BROWN  APARTMENTS 
(V.I.  1.26.  27  &  28) 


Month 

Customers 
Billed 

Average 
KWH/Blll 

Total  KWH 

Jan 

Based  on 

389 

105.808 

Feb 

flgxirc  of 

326 

88.672 

Mar 

272  pro- 

321 

87.312 

Apr 

vided  by 

348 

94.656 

May 

VIHA 

334 

90.848 

Jim 

330 

89.760 

Totals  2.048       557.056 

Averages   (272)        (  341)       (92.843) 
$55.12 
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HUD* 8  regulations  on  computing  the  utility  schedule  create 
disincentives  and  encourage  poor  management  within  PHA*s. 
Utility  subsidies  are  calculated  on  the  basis  of  the  PHA's 
average  consumption  ov^r  a  three-year  period  amd   are  paid  at 
the  current  rate. 

With  this  method,  there  Is  no  need  for  residents  to  con- 
serve their  usage  and  no  reason  for  PHA*s  to  Initiate  conserva- 
tion measures  to  save  money. 

When  cubic  feet  of  gas  and  kilowatt  hours  are  converted 
to  money,  especially  here  In  the  Virgin  Islands,  most  of  t»he 
residents*  rents  are  not  enough  to  cover  the  cost  of  utilities 
allowed  them  under  their  lease,  thereby  producing  negative 
rents . 
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3.    The  Brooke  Amendment 

The  net  effect  of  the  Brooke  Amendment  has  been  to  reduce 
the  VIHA's  income  to  levels  that  make  solvent  operations  impossible. 
The  Authority  is  in  favor  of  repealing  this  restrictive  amendment 
which  would  permit  us  to  once  again  stabilize  our  fiscal  operations 
and  reduce  operating  subsidies.   If  we  returned  to  the  original  con- 
cept of  the  Public  Housing  Progr£un,  that  it  is  not  a  "give-away"  pro- 
gram, rent  could  be  computed  on  the  real  income  of  a  family. 

This  Authority  feels,  as  in  the  case  of  many  other  PHA's 
across  the  Nation,  that  there  is  further  need  for  the  Secretaury's 
Definition  of  Income  to  be  changed  in  order  for  income  that  now  must 
be  excluded  to  be  counted  and  thereby  increase  an  Authority's  revenue. 
We  are  in  favor  of  counting  Public  Assistemce  Payments,  Food  Stamps, 
and  Medical  Assistance  as  eligible  faimily  income. 

Approximately  13%  of  the  Authority's  total  Public  Housing 
population  receive  Public  Assistance  Payments.   However,  of  the  total 
number  of  families  in  a  negative  rent  status,  50%  of  the  affected 
families  receive  Public  Assistance  Payments.   The  Social  Welfare 
System  of  the  Virgin  Islands,  as  in  several  states,  adopted  the 
Consolidated  Standard  Allowance  which  provides  a  flat  grant  based  upon 
family  size  with  no  housing  cost  identified. 

The  Brooke  Amendment  nullifies  the  provision  of  the  act  to 
allow  the  Housing  Authority  to  collect  a  reasonable  rent  from  welfare 
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families.   It  is  important  to  note  also,  that  the  PHA  is  only  allowed 
to  collect  rent  based  on  the  public  assistance  payment  after  adjust- 
ments.  In  reality,  the  welfare  f2unily  receives  a  much  larger  amount 
when  you  consider  the  welfare  payment,  food  steunps,  medical  assis- 
tance and  other  benefits. 

Although  the  data  on  the  following  pages  is  somewhat  out- 
dated, it  is  presented  to  give  an  indication  of  the  number  of  persons 
receiving  Public  Assistamce  and  Food  Stamps.   The  population  of  the 
Virgin  Islands  during  the  reporting  period  was  approximately  100,000 
people.  X 
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In  addition,  the  total  number  of  individuals  in  the  Virgin 
Islands  receiving  medical  assistance  as  of  December,  1981  numbered 
10,331  broken  down  as  follows: 

Welfare  recipients  -  3,579 
Federal  Funded  Programs  -  5,222 
Local  Funded  Programs    -  1,530 

Total  10,331 

It  should  be  noted  that  during  the  last  two  years  the  figure  has 
dropped  drastically  from  a  high  of  33,000  individuals  in  the  Medical 
Assistance  Progr£un  because  the  income  bracket  has  not  been  updated 
since  1966.  ^ 

The  practice  of  vendor  payments  will  be  pursued  by  this 
Authority,  whereby  the  Department  of  Social  Welfare  would  send  the 
rent  payment  for  a  welfare  fmaily  directly  to  the  Housing  Authority. 
Although  it  would  remove  a  degree  of  responsibility  from  the  family, 
it  saves  the  PHA  a  significauit  amount  of  time,  effort,  and  money  in 
pursuing  delinquent  rents  and  in  evicting  faimilies  for  non-payment  of 
rent. 

Again  we  recommend  that  "in-kind  income**  such  as  Public 
Assistance  Payments,  Food  Stamps,  and  Medical  Assistance  Payments  be 
used  as  a  part  of  the  gross  income  in  computation  of  rent. 
4.     Negative  Rents 

The  Virgin  Islands  Housing  Authority  in  accordance  with  guide- 
lines issued  by  HUD,  revised  its  utility  allowance  schedule  in  1976 
for  the  first  time  in  ten  years.   With  the  impact  of  this  new  schedule. 
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zero  and  negative  rentals  first  appeared. 

Zero  and  negative  rentals  occur  in  low-income  £aunilies  when  the 
allowance  for  utilities  exceeds  the  gross  rent.   The  family  pays  no 
rent  and  receives  a  credit  for  the  excess.   In  1980,  the  Authority 
was  mandated  by  HUD  to  make  monthly  payments  to  families  in  this 
status.   In  1981  1,058  faimilies  were  in  a  negative  status  and  the 
Authority  paid  out  $291,881  in  utility  refunds. 

In  accordance  with  HUD's  recommendations  and  VIHA  Board  Resolu- 
tion, the  Authority  revised  its  Utility  Allowance  again  in  1980  which 
reflected  an  increase  of  seventy-five  percent  (75%).   Early  in  t982, 
we  will  once  again  revise  our  Utility  Schedule  with  further  allowances. 

The  projection  of  the  Management  Operating  Budget  request  for 
1982  reflects  anticipated  income  from  dwelling  rental  of  $3,435,820 
less  losses  from  negative  dwelling  rental  of  $137,880.   The  projected 
net  dwelling  rental  for  1982  of  $3,297,940  represents  an  increase  of 
$272,310  over  the  expected  dwelling  rental  for  1981  of  $3,025,630. 

The  1982  projection  represents  a  nine  percent  (9%)  increase  over 
1981  anticipated  dwelling  rental.   The  increase  is  attributed  to  changes 
in  rent  rates,  retroactive  re-examination  of  residents  and  the  resident 
turn-over  rates  (i.e.  families  of  higher  income  being  placed  in  accor- 
dance with  Resolution  No.  928,  Financial  Solvency  Criteria,  effective 
October  4,  1978.) 

In  addition,  in  compliance  with  Low-Rent  Housing  Accounting  Hand- 
book HM  7510.01,  Chapter  13,  Section  12,  and  with  HUD's  letter  dated 
October  10,  1979,  re  "Payments  to  families  with  Negative  Rents'*,  the 
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Authority  will  be  required  to  disburse  at  least  $11,490  monthly  to 
approximately  645  families  in  1982,  according  to  our  projection. 
The  effect  of  this  monthly  disbursement  and  increase  in  expenditures 
will  have  a  negative  impact  on  the  Authority's  cash  flow.   It  is  anti- 
cipated that  approximately  $137,880  will  be  incurred  as  Dwelling 
Rental  Negative  Loss  for  1982.   The  average  Dwelling  Rental  Negative 
Loss  is  currently  $17.81  per  negative  rent. 

The  interim  rule  implements  the  provisions  of  the  United  States 
Housing  Act  of  1937  as  amended  by  the  Housing  and  Community  Act  of 
1974  that  are  applicable  to  rents  to  be  charged  residents  in  low- 
income  housing  communities.   The  Housing  and  Community  Act  of  ^974 
restricted  rents  to  be  charged  public  housing  residents  to  one-fourth 
(25%)  of  the  family's  income;  however,  with  the  passage  of  the  new 
regulations  allowing  a  5%  increase  to  30%  of  adjusted  incrane*,  the 
negative  rent  situation  should  start  to  show  improvement,  but  only 
if  the  full  5%  adjustment  is  applied  in  1982  and  not  1%  over  the 
next  five  years. 

We  are  disturbed  by  the  concept  of  negative  rents.   How  are  %fe 
to  encourage  residents  to  become  fiscally  responsible  if  through 
utility  reimbursement  they  are  being  paid  to  live  in  public  housing? 
Negative  rents  amount  to  "hand-holding,"  which  is  counterproductive 
to  developing  initiative  and  independence. 

It  is  our  recommendation  that  no  future  policy  should  be  created 
which  provides  for  less  than  a  minimum  rent  of  approximately  $25.00 
per  month  per  unit. 
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It  is  inconceivable  that  the  Federal  government  would  place 
itsel£  in  a  position  to  provide  living  accommodations  to  anyone  at 
no  cost. 
5.    Permanent/Bonded  Alien  Population  Residing  in  VIHA  Housing 

Communities 

Over  seventy-five  percent  (75%)  of  the  Public  Housing  Popu- 
lation residing  in  VIHA  administered  communities  are  made  up  of 
either  permanent  or  bonded  aliens.   At  the  outset,  we  would  like  to 
state  that  the  Authority's  position  on  immigration  is  a  positive  one; 
however,  it  does  pose  problems  when  a  local  Virgin  Islander  has  to 
wait,  sometimes  for  years,  for  admission  into  the  Public  Housiri^ 
Prograun  because  of  inavailability  of  units. 

We  abide  by  Executive  Order  11063,  Equal  Opportunity  in  Housing, 
which  directs  Federal  departments  and  agencies  to  take  all  action 
necessary  and  appropriate  to  prevent  discrimination  because  of  race, 
color,  creed,  or  national  origin  in  the  sale,  leasing,  rental,  or 
other  disposition  of  residential  property  and  related  facilities  which 
are   owned  or  operated  by  the  Federal  government  or  provided  with 
Federal  assistance. 

The  Authority  feels  that  migration  of  non-citizens  to  the  Virgin 
Islands  must  be  aligned  to  the  cUsility  of  this  Territory  to  absorb 
immigrants  in  the  areas  of  not  only  housing,  but  employment,  educa- 
tion, and  public  assistance  as  well . 

Consider  the  effects  on  rental  income  when  a  mother  or  father 
or  both  receive  permanent  status;  then  because  of  a  change  in  the 
immigration  quota,  they  bring  in  their  children  from  a  newly  emerged 
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Caribbean  Nation.  Not  only  does  the  unit  become  overcro«#ded ,  but 
each  child  reduces  the  gross  income  of  that  family,  thereby  reducing 
the  rent  we  can  charge. 

The  1981  legislative  changes  in  the  federal  housing  programs 
are  contained  in  Title  111,  Subtitle  A  of  the  Omnibus  Reconciliation 
Act  of  1981,  which  may  also  be  cited  as  the  Housing  and   Community 
Development  Amendments  of  1981.   The  Act  is  Public  Law  97-35;  and 
was  signed  into  law  August  13,  1981,  with  an   effective  date  of 
October  1,  1981. 

The  Act  contains  a  provision  prohibiting  assistance  under  the 
public  housing.  Section  8,  Section  235,  236  or  Rent  Supplemental 
programs  to  an  alien  unless  the  alien  is  a  resident  of  the  United 
States  and  either  is  lawfully  admitted  for  permanent  residence  as  an 
immigrant  (excluding  visitors,  tourists,  diplomats,  and  students  who 
enter  the  United  States  temporarily  with  no  intention  of  abandoning 
their  residence  in  a  foreign  country);  entered  prior  to  June  30,  1948, 
has  continuously  maintained  residence  in  the  United  States,  is  not 
eligible  for  citizenship,  but  is  deemed  to  be  lawfully  admitted  for 
permanent  residence  as  a  result  of  an  exercise  of  discretion  by  the 
Attorney  General;  is  lawfully  present  and  granted  asylum;  is  lawfully 
present  because  permitted  by  the  Attorney  General  for  strictly  public 
interest  or  emergency  reasons;  or  is  la%4^ully  present  because  deporta- 
tion is  withheld  by  the  Attorney  General. 

In  regard  to  invasion  of  privacy  questions,  the  Authority  feels 
that  it  is  not  the  intention  of  the  bill  to  authorize  the  Secretary 
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of  Housing  and  Urban  Development  or  any  other  public  official  to 
invade  the  privacy  of  occupants  of  assisted  housing  in  an  effort 
to  identify  illegal  aliens  and  to  secure  their  removal. 

However,  the  Secretary  should  take  reasonable  steps  to  identify 
such  persons  by  methods  which  may  include  a  request  for  documenta- 
tion of  an  occupant's  legal  status.   The  Secretary  should  also  take 
steps  to  provide  for  an  orderly  transition  which  will  satisfy  the 
intent  of  the  proposal  to  make  assisted  housing  available  to  lawful 
residents  exclusively. 

In  undertaking  this  task,  the  Secretary  should  ensure  that 
persons  administering  assisted  housing  programs  deal  fairly  aind 
humanly  with  all  persons  discovered  to  be  occupying  housing  in  vio- 
lation of  this  section. 

In  establishing  procedures  to  assure  that  future  applicants 
for  participation  in  assisted  housing  progreuns  are  persons  lawfully 
present  in  the  Territory  of  the  Virgin  Islands,  the  Secretary  should 
assure  that  all  applicants  are  subjected  to  procedures  which  are 
fair  but  at  the  same  time  give  a  PHA  the  legal  authority  to  deter- 
mine whether  a  particular  applicant  is  in  fact  lawfully  present  in 
the  United  States  or  its  Territories. 


Digitized  by  VjOOQ IC 


1478 


SUMMARY 

This  paper  looks  at  the  Virgin  Islands  Public  Housing  Program 
as  it  exists  currently  and  brings  into  focus  some  of  the  major 
issues  confronting  it. 

There  are  many  complex  problems  that  are  responsible  for  the 
state  of  Public  Housing  throughout  the  Nation  cuid  many  others  that 
apply  only  here  in  the  U.S.  Virgin  Islcuids. 

Exclusion  from  the  Performance  Funding  System;  an  inequitable 
inflation  factor  in  granting  subsidies;  the  highest  electric  rates 
in  the  Nation;  lack  of  an  identified  housing  cost  in  the  Socia^ 
Welfare  System;  the  concept  of  negative  rents;  the  large  percentage 
of  Permanent/Bonded  Aliens  making  up  our  resident  population  are  to 
name  just  a  few. 

A  gradual  lessening  of  the  PHA's  dependency  on  subsidy  should 
be  the  primary  goal  of  HUD  and  PHA's  alike,  and  the  discussion  of 
the  issues  in  this  paper  leads  to  that  direction.   There  is  also  a 
need  for  change  in  legislation,  namely  repeal  of  the  outdated  Brooke 
Amendment,  so  we  can  once  again  return  to  a  solvent  fiscal  PHA 
operation. 

Clearly,  not  all  the  issues  involved  in  the  Virgin  Islands 
Public  Housing  Progr£un  have  been  raised,  and  of  those  discussed,  none 
have  been  discussed  in  detail.   It  is  the  intent  of  this  paper  to 
present  a  compact,  focused  statement  to  establish  an  overall  picture 
of  our  Public  Housing  Program  and  suggestions  for  improving  it. 
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We  are  anxious  that  Congress  which  writes  Housing  legislation 
be  aware  of  our  concerns  and  ideas  to  help  alleviate  the  situation 
and  we  stand  ready  to  assist  in  the  further  exploration  of  these 
issues  smd  a  formulation  of  strategy  for  realizing  the  improvement. 
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FK^ -Owned  Rental  Hpuatng 

The  Virgin  Islands  Housing  Authority 
presaatly  haj  4,329  units  of  conven- 
tional low-r&nt  housing.   Of  this 
total  twelva  (12)  communities  con- 
aiHting  of  2  173  units  are  located 
in  St*  Thomae  and  sixteen  (16) 
communities  consisting  of  2,156 
are  located  in  St.  Croix. 


St.  Thotiai 

t  Housing  Comnunities 

Total  No. 

Project 

Paul  M.  Pearson  Gardens 

of  Units 

V!  1-  1 

240 

VT  1-  4A 

H.  H.  Berg  Hoaes 

SO 

VI  1'  s 

Oswald  E.  Harris  Court 

300 

VI  1-  7 

Michael  J.  Kirwan  Terrace 

138 

VI  1-  9 

Addition  to  Berg  Homes 

24 

VI  1-U 

Lucinda  A.  Mi  11 in  Home 

8S 

VI  I'le 

Estate  Tutu  Apartments 

400 

VI  1-17 

Estate  Donoe 

300 

VI  1-ig 

Estate  Bovoni 

364 

VI  1-26 

Warren  E.  Brown  I 

128 

VI  1-Z7 

Warren  E.  Brown  II 

80 

Vt  I-ZB 

Warren  E.  Brown  III 

64 

t!^ 

Total  

2,173 

St.  Croix 

HousinK  Communities 

VI  1-  2 

D.  Hamilton  Jackson  Terrace 

110 

VI  1-  3 

Ludvig  E.  Harrigan  Court 

70 

VI  1-  4B 

Bassin  Triangle 

26 

VI  1-  4C 

Mar ley  Homes 

34 

VI  1-  6 

Ra  ph  d«  Chabert  Place 

264 

VI  1-  8 

John  P  KftdDcdy  Tcrrice 

200 

VI  1-10 

Addi  iQn  tn  Ma  ley  Homes 

60 

VI  1-12 

Aureo  Diaz  Heights 

100 

VI  1-15 

William's  Delight 

300 

VI  1-18 

Louis  E.  Brown  Villas 

256 

VI  1-20 

Walter  I.M.  Hodge  Pavillion 

2S0 

VI  1-21 

Whim  (Urdens 

100 

VI  1-22 

Mount  Pleasant 

44 

VI  1-23 

Louis  E.  Brown  Villas 

192 

VI  1-24A 

Nicasio  Nico  Apartments 

60 

VI  1-24B 

Estate  Slob 

90 

Total  

2.1S6 
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VIRGIN  ISLANDS  HOUSING  AUTOORITY 

PHA-OWNED  RENTAL  HOUSING 
DECEFCER  1981  hCNTHLY  DWELLING  RENTAL 
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